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NORMAL PRODUCTION, INCOME, AND EMPLOYMENT 
1945 TO 1965 


CLARK WARBURTON 


[Mr. Warburton is Principal Economist, Division of Research and Statistics, 
Federal Deposit Insurance Corporation. The views expressed in this article are 
personal views of the author, and are not to be construed as in any way reflecting 
views of the Federal Deposit Insurance Corporation or of its officials.] 


Numerous attempts have been made to estimate the probable volume of pro- 
duction and employment in the postwar period, particularly to estimate how 
large the national production will have to be, in volume and in value, to prevent 
wide-spread unemployment and hard times. The present article is an approach 
to this problem from the point of view of past experience. It deals with es- 
timates of normal production, income, and employment in the first two decades 
following the war, and with necessary conditions for achieving this volume of 
production and employment. 


I 


The principal assumptions on which this analysis rests are stated below. No 
attempt is made here to support these assumptions. They are taken as the 
starting point of the analysis. The assumptions regarding normal volume of 
production and employment are as follows: 

The normal volume of production in a competitive society is a volume which 
utilizes fairly well the resources of the nation. Any substantial reduction in 
production below such utilization is an abnormal situation. Past experience 
shows many periods of abnormality. 

In a large nation with abundant natural resources a high degree of resource 
utilization is more closely related to utilization of labor than to utilization of 
physical resources. This is because the limit to production, except for short 
periods, is determined by the processes used and the labor available rather than 
by the materials and equipment available. Plant and equipment can be en- 
larged if the labor force is available to create and operate the increased capacity. 
Normal production, or relatively complete utilization of resources, is therefore 
attained when the number of persons unemployed and seeking employment is 
small. This circumstance may also be described as normal employment. 

Technical progress, as expressed in the ability to produce a larger volume of 
goods and services relative to the labor and time devoted to production, may be 
anticipated at about the same rate as during the past half-century. 

219 
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Normal production per capita increases over time because of technical progress, 
but at a slower rate than technical progress makes possible. This is because the 
increased production made possible by advancing techniques is divided between 
an actual increase in production per capita and shortened hours of work. 

Moderate variations from normal in the volume of production, more frequently 
below than above normal, result from the facts (a) that the volume of some 
types of product, notably crops, is affected by uncontrollable variations in 
physical conditions, and (b) that business men find it difficult to adjust their 
operations quickly to changes in demand associated with technical and social 
developments. Periods of adjustment to changes in the character of demand are 
reflected in changes in the volume of inventories and in hesitancy on the part of 
promoters as to which segments of the economy need further investment. 

Financial panics and severe business depressions are abnormal situations 
which should be distinguished from moderate business fluctuations. Panics and 
severe depressions are due to malfunctioning of the monetary mechanism of the 
country. 

Both moderate business fluctuations resulting from changes in the character 
of demand and severe depressions resulting from inadequate monetary policy 
are accentuated by non-competitive features of the economy which impede ad- 
justment to changing situations. 

The assumptions used in this analysis regarding normal value of production 
and normal size of the national income are as follows: 

Normal value of production should be measured in such a way that the change 
shown in the value of production is proportional to the change in the volume, 
that is, the normal value of the national product is its value under the condi- 
tion of a stable level of prices to final purchasers. 

Deviations in the value of production from normal are due primarily to changes 
in the volume of money in the economy relative to the need for money.! 

The value of the gross national product, as defined by the Department of 
Commerce, is a more useful figure for study of long-term trends and annual 
fluctuations in the flow of income than the estimates which are customarily 
labeled national income. This is for three reasons: (a) because of methodo- 
logical considerations which are stated elsewhere and need not be enumerated 
here;? (b) because the value of the gross national product does not differ greatly 
from the gross income flow which is available to and used by individuals and 


1 For discussion of the monetary conditions responsible for the great depression of the 
1930’s, and the relation of monetary conditions to business fluctuations and prices since 
1919, see ‘‘“Monetary Expansion and the Inflationary Gap,’”’ Am. Econ. Rev., Vol. XXXIV, 
No. 2 (June 1944), pp. 303-27, and ‘‘The Volume of Money and the Price Level Between the 
World Wars,’ Journal of Political Economy, Vol. LIII, No. 2 (June 1945). Data are not 
sufficient to permit similar statistical analyses for other financial panics in the United 
States, but the author is sufficiently familiar with the available data, and with their limita- 
tions, to have no hesitancy in asserting that the basic factor responsible for these depres- 
sions and panics was also lack of adjustment of the money supply to the need for money 
generated by productive capacity and the monetary habits of the population. 

2 For my views on methodology in the measurement of national income see Studies in 
Income and Wealth, Vol. 1, pp. 67-110; Vol. III, pp. 319-97, and Vol. VI, pp. 23-37 and 83-91. 
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business for the acquisition of consumers’ goods and services, expansion and 
replacement of business plant and equipment, and support of government;* 
and (c) depreciation and related funds of corporations which are included in the 
value of the gross national product but excluded from the value of the net 
national product constitute a part of the gross income flow which is particularly 
important with respect to business fluctuations. 

The value of products delivered to final purchasers, which is not identical 
with the value of the gross national product as estimated by the Department of 
Commerce, is a more useful figure than the latter for a study of long-term trends 
in the demonstrated ability of the nation to provide its citizens with goods and 
services. Delivered final products include consumers’ goods and services, con- 
struction and durable producers’ goods, and differ from the gross national product 
by excluding monetary use and net exports of gold and silver, net exports of goods 
and serviges, and change in business inventories. 

The following assumptions are also made regarding appropriate methods of 
measuring normality: ‘ 

Normal production may be measured with a fair degree of approximation by 
the relatively high points in an index of production, excluding war periods or 
other years when working hours and the number of persons employed are extra- 
ordinarily high. 

Normal employment, other than in war periods, may be measured with a fair 
degree of approximation by the number of persons gainfully employed or seeking 
work, except that a moderate number of persons seeking work is assumed to be 
a normal accompaniment of labor mobility. 

The most appropriate method of judging the normal volume of production 
and employment for a few years in the future is to extrapolate trends over a 
substantial period of time. These extrapolations should be made on the basis 
of those periods in the past when production and employment have been normal 
or close to normal, as defined in the above assumptions. In making extra- 
polations two important types of abnormality should therefore be recognized: 
great depressions of the past, and war periods in which the people of the nation 
have worked harder and longer hours than they consider desirable under normal 
circumstances. 


II 


Table 1 gives, in total and per capita, selected indexes of production since 
1879, the estimated value at constant prices of finished products for the period 
1889-1939 and the year 1879, and the estimated value in constant prices of the 
delivered final products of the economy for the period 1919-1943. The period 
1923-1928 is chosen as a base for these series because it is the only period during 
the past quarter-century as long as five years with relatively normal production 


3 For statistical estimates of gross income flow, its utilization by individuals and busi- 
ness, and its relation to the value of the national product, see ‘‘Relation of Government 
Financing to Gross Income Flow,” Survey of Current Business, Vol. 23, No. 4 (Apr. 1943), 
pp. 17--22, and ‘Monetary Expansion and the Inflationary Gap,” op. cit., Table 6. 









MEASURES OF THE VOLUME or OvuTPuUT, 1879-1943 


TABLE 1 












YEAR 


INDEX OF PRODUCTION 1923-1928 = 100 





VALUE OF FINISHED 
COMMODITIES AT PRO- 
DUCERS’ 1923-1928 


VALUE OF DELIVERED 
FINAL PRODUCTS AT 








1879 







1881 


1886 


1919} 


1920 
1921 
1922 











Total Per capita PRIcEst 1923-1928 PRIcEs§ 
Persons* | Brookingst Persons Brookings R.~ ol BM Bp ml A. 
18.4 43.4 5.3 107 
21.1 48.6 
19.2 43.1 
23.1 50.9 
23.0 49.3 
23.9 49.8 
23.6 48.3 
25.1 50.2 
25.4 49.7 
27.4 52.5 
29.5 55.2 7.9 128 
28.9 53.0 7.9 125 ° 
33.7 60.5 8.5 133 
31.6 55.6 9.0 136 
29.8 51.4 9.1 135 
29.3 49.5 9.9 146 
34.9 57.9 9.7 140 
34.6 56.4 9.8 139 
36.9 59.0 10.3 143 
40.1 63.1 10.5 148 
40.8 40.2 63.2 62.6 11.8 158 
41.2 41.7 62.6 63.9 12.0 158 
41.7 43.7 62.1 65.6 13.3 171 
48.3 47.0 70.4 69.1 13.5 171 
47.4 47.6 67.7 68.8 14.3 177 
49.1 48.4 68.8 68.7 14.1 172 
53.4 74.2 14.9 178 
57.0 77.7 16.8 197 
57.1 76.4 17.1 197 
50.8 66.7 15.2 171 
57.9 74.5 17.0 188 
59.9 75.5 7 191 
59.3 73.6 18.3 195 
65.2 79.7 19.3 202 
66.9 80.1 20.3 209 
65.0 76.4 19.6 198 
68.5 79.4 19.2 191 
77.0 87.9 22.2 218 
77.8 87.7 22.9 222 
78.2 88.3 23.4 227 
Warburton] Warburton 
79.2 74.8 89.1 84.1 24.3 233 
25.1 240 68.5 656 
81.1 | 80.7 88.7 88.3 24.9 234 62.8 590 
67.3 | 65.9 72.2 70.7 23.5 217 63.4 584 
82.4 
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INDEX OF PRODUCTION 1923-1928 = 100 





VALUE OF FINISHED 
COMMODITIES AT PRO- 
DUCcERS’ 1923-1928 


VALUE OF DELIVERED 
FINAL PRODUCTS AT 

















YEAR Total Per capita PRicest 1923-1928 PRices§ 
Warburton] | Brookingst | Warburton | Brookings a = my Pp ‘ x. = 

} 1923 94.4 96.1 98.2 100.0 31.1 278 79.0 706 
1924 92.0 91.3 93.9 93.2 30.9 271 81.9 718 
1925 99.1 99.5 99.6 100.0 33.4 288 86.9 750 
1926 104.1 104.0 103.3 103.2 35.9 306 91.6 780 
1927 103.3 102.0 101.1 99.8 35.3 297 92.3 775 
1928 107.1 107.1 103.5 103.5 36.8 305 95.7 794 
1929]| 113.7 113.0 108.7 108.0 39.3 323 98.8 811 
98.5 809 
1930 98.1 94.2 92.8 89.1 34.4 279 93.7 761 
1931 86.1 82.6 80.8 77.6 30.2 243 87.2 703 
4 1932 70.1 67.9 65.4 63.3 25.2 202 76.1 610 
1933 76.4 78.1 70.9 72.4 26.1 208 75.0 597 
1934 81.4 75.0 29.6 234 81.2 643 
1935 90.1 82.4 32.7 257 89.0 699 
1936 105.1 95.6 37.3 291 99.1 774 
1937 114.3 103.3 39.7 308 100.6 781 
1938 95.8 85.9 35.2 271 95.7 737 
1939 111.8 99.4 40.3 308 103.8 793 
1940 125.2 110.5 110.0 834 
1941 156.4 136.7 127.7 959 
1942 187.6 162.3 147.2 1,093 
1943 208.5 178.5 171.8 1,276 




















budget. 








* Index of total production (crops, minerals, and manufactures) from Warren M. Per- 
sons, Forecasting Business Cycles (John Wiley and Sons, 1931), pp. 170-71, multiplied by 0.612 
to link with the Brookings’ index for the years 1899-1904. The level of this index for the 
period given here would be raised slightly by shifting to the 1923-1928 base using Persons’ 
average for the latter period, which is 151.1. 
Persons’ index of total physical production goes back to 1863, but the basic data used 
in the index for the years prior to 1879 are less reliable and complete than those for the 
period since that date. 

On charts A and B, Persons’ index is plotted for 1879-1899, Brookings’ for 1900-1929, 
and Warburton’s for 1930-1943. 

+ Index of physical output of agriculture, mining and manufacturing, from Nourse and 
associates, America’s Capacity to Produce (The Brookings Institution, 1934), p. 547, shifted 
from 1900 as base to 1923-1928. 

t William H. Shaw, Finished Commodities since 1879 (Occasional paper 3, National 
Bureau of Economic Research), pp. 8-9, shifted to 1923-1928 base by use of Mr. Shaw’s 
price index, p. 7. 

§ Value of consumers’ goods and services, construction and durable producers’ goods, 
and government expenditures for goods and services. 
for final products” used in ‘The Volume of Money and the Price Level Between the World 
Wars” by inclusion of government expenditures instead of payments by individuals and 
business to government; that is, it represents payments for final products under a balanced 


This gives a conversion ratio of 0.662. 


This figure differs from ‘‘payments 


Data for years 1929-1943 from Department of Commerce estimates, Survey of 


Current Business, May 1942 and April 1944, and The United States in the World Economy; 
for 1919-1929 derived from Barger’s estimates of consumers’ outlay and nongovern- 
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and with an annual increase in the volume of money at a rate substantially in 
accord with monetary needs. 

These data are plotted on semi-logarithmic scales in Charts A and B, the first 
showing the data for total production and the second for production per capita. 
On these charts lines of trend are drawn through years or periods of normal 
production, that is, years of high production excluding war periods, which are 
extended to 1965. Straight-line trends are used, since they provide a fairly good 
fit for periods as long as half a century. The slopes of these trends, expressed 
as the average annual percentage increase, are as follows: 


Per cent 

Measures of total production: 

I I oo Cease passin ae evn aera mia aimee oe aiaentein i a be ae 3.4 

Value of finished commodities at producers’ prices....................... 3.9 

Te GE RO NT IE oie eves Fe ok Catbw secs eiadartiindes nessges 3.7 
Measures of production per capita: 

NAN SII 5.5 5c is x oo caicacalo sete: Aigo a wa falas alee alsin wie aoe aineapaian 1.6 

Value of finished commodities at producers’ prices....................... 2.2 

NE GE CHOU COTES NE WIIG owe obs oc errant ae ieasseebeceskieummes 2.2 


IIl 


In accordance with the assumptions stated above estimates of the normal 
value of production during the first two postwar decades can be made by using 
the estimates of the volume of production in connection with a selected price 
level. Which price level should be selected for this purpose depends upon many 


4 Trend lines for value of delivered final products are based in part on the trends of the 
other series, since the value of delivered final products is available only for a much shorter 
length of time, a large part of which covers two notable periods of abnormality—the great 
depression and the current war. 





mental expenditures for construction and durable producers’ goods (Barger, Outlay and 
Income in the United States, 1921-38 (National Bureau of Economic Research, 1942), pp. 50- 
51), supplemented by estimates from similar sources for 1919 and 1920, Federal govern- 
ment expenditures exclusive of debt retirement as given in annual reports of the Secretary 
of the Treasury, and National Industrial Conference Board estimates of state and local 
government expenditures. Annual totals converted to 1923-1928 prices by index of prices 
of final products used in ‘‘The Volume of Money and the Price Level Between the World 
Wars,”’ op. cit. 

§ Composite of the Federal Reserve index of industrial production, the Bureau of Agri- 
cultural Economics index of the volume of agricultural production, and an index of the 
volume of construction (derived from the Department of Commerce estimates of the value 
of new construction and the American Appraisal Company index of construction cost), 
each shifted to the 1923-1928 base and weighted, respectively, 27,9, and 4. The weights 
are based on the comparative value of mineral products and value added by manufac- 
turing, value of farm products, and value added by construction, chiefly for the period 
1920-1930. 

|| Where two figures are given, the first is comparable with those for preceding years, the 
second with those for succeeding years. 








Fee 
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considerations. The price level anticipated at the close of the war, the price 
level just prior to the outbreak of war or that just prior to participation of the 
United States in the war, and a price level based on the principle of least injustice 
to debtors and creditors, all are possibilities for selection as a normal postwar 
price level. 


| Cart A 
Measures OF Torat Propuction 1879-1943 with TRENDS ExTENDED TO 1965 
Index of production, 1923-1928 average = 100 
Value of delivered final products at 1923-1928 prices—billions of dollars 
Value of finished commodities at 1923-1928 average producers’ prices—billions of dollars 
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The price level prevailing at the close of the war might be considered normal 
because it is the one which presumably would require the shortest period of 
adjustment from wartime to peacetime production. However, the general 
feeling that the wartime price rise is a war phenomenon and that the return of 
peace should bring with it return to the economic conditions at the outbreak of 
war would lead to consideration of the second or third alternatives as normal. 
Determination of a price level which minimizes injustice to debtors and creditors 
may be considered a theoretical ideal, but is hardly a practical possibility because 
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of the great diversity in time and circumstances at which existing contracts of 
indebtedness were made. The fact is that so many considerations are involved 
that we cannot select any particular price level and say with assurance that this 


is the most suitable price level for adoption as normal during the first two post- 
war decades. 


Cuart B 
Measures OF Propucrion Per Capita 1879-1943 wirn TrRENDs EXTENDED TO 1965 
Index of production, 1923-1928 averages = 100 
Value of delivered final products at 1923-1928 prices—dollars per capita 
Value of finished commodities at 1923-1928 average producers’ prices—dollars per capita 


Index 
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It is suggested here that the price level likely to find the most general accep- 
tance is a level which on the one hand, brings about a reduction in prices in many 
segments of the economy in which prices during the war have risen substantially, 
but which on the other hand does not require so great an adjustment in costs, 
particularly in wage rates, as to produce great business hesitancy and protracted 
disputes about conditions of employment. The price level for the period 1923- 
1928 seems to me to meet these considerations as well as any other level which 
might be selected. This price level is approximately that of 1942, the year when 
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production first reached its normal trend line subsequent to the great depression 
of the early 1930’s.5 

If we accept the 1923-1928 price level as suitable for the postwar period, 
estimates of the normal value of delivered final products in each of the years 
during the next two decades may be calculated from the trends shown on Charts 
A and B. The estimates for each year are given in Table 2. Those for each 
year to 1950 and at 5-year intervals to 1965 are shown below. Two figures are 
given here, the larger based on the trend of aggregate amount shown in Chart A, 
the smaller on the per capita trend shown in Chart B and estimates of future 
population.® 


1945 159 to 178 billion dollars 
1946 164t0 185 “ e 
19477 170to 191 “ ” 
1948 175to198 “ sad 
1949 181 to 206 “ aa 
1950 186 to 213“ ” 
1955 217 to 256“ ri 
1960 252 to 307“ sd 
1965 292 to 368 =“ - 
IV 


Under the assumptions stated above the normal volume of employment is the 
number of employed persons plus the number of unemployed seeking work, 
adjusted in periods of depression for persons seeking work because of unemploy- 
ment of other members of the family, and in periods of war for working persons 
not normally employed. The only figures available over a substantial length of 
time giving an approximation to the normal volume of employment are the 
numbers of persons reported as gainfully employed by the Census in 1900, 1910, 


5 The price level to which reference is made here is that of all final products of the econ- 
omy. This price level, as indicated by the index given in ‘‘The Volume of Money and the 
Price Level Between the World Wars,”’ op. cit., was 104 in 1942 with the average of 1923-1928 
taken as 100. Because of the difficulties of weighting the component parts and the in- 
adequacy of price data in some segments of the economy, this index is subject to a substan- 
tial margin of error. 

®The population estimates used here are based on high fertility, low mortality and 
immigration of 100,000 per year, derived from estimates by the National Resources Planning 
Board in Estimates cf Future Population of the United States, 1940-2000. This basis is 
chosen because a normal rate of production and normal level of income will tend to stimulate 
population growth, relative to population growth during the 1930’s. 

7 This estimate may be compared with Hagen’s estimate of a gross national product of 
$170 billion in 1947 at full employment (Federal Reserve Bulletin, Vol. 30, No. 5, May 1944, 
p. 430). However, Hagen’s estimate is based on the 1948 price level, which for all final 
products appears to have been about 10 per cent higher than the 1923-1928 price level. My 
estimate of the normal value of delivered final products, which excludes growth in inven- 
tories and net exports of goods and services, therefore exceeds Hagen’s estimate of gross 
national product, which includes these items, by 10 to 24 per cent, though my estimate of 
normal or ‘full’? employment is smaller than his by more than 3 per cent. 








TABLE 2 
PROJECTIONS OF NORMAL Propuction, VALUE oF OuTPUT, AND PoPpuLATION* 























VALUE OF FINISHED COM- 
Mypascioa8 = too” | MODEMES az Pxooucens’ | YMOULOS crigge igs paces, | 
YEAR (MILLIONS) 
Total | Per capita | Patan | Pecapine™ | Pdotiensg | DouarePe* | Bilions of 
1919 80 90 26 252 69 653 68 105 
1920 83 92 27 258 72 667 71 106 
1921 86 93 29 264 74 682 74 109 
1922 89 95 30 270 77 697 77 110 
1923 92 96 31 275 80 712 80 112 
1924 95 98 32 282 83 728 83 114 
1925 98 99 33 288 86 744 86 116 
1926 102 101 35 294 89 760 89 117 
1927 105 102 36 301 93 777 92 119 
1928 109 104 37 307 96 794 96 121 
1929 112 - 106 39 314 99 811 99 122 
1930 116 107 40 321 103 829 102 123 
1931 120 109 42 328 107 847 105 124 
1932 124 lil 43 335 111 865 108 125 
1933 129 113 45 342 115 884 110 126 
1934 133 1} 47 350 119 904 114 126 
1935 137 116 49 358 124 923 118 127 
1936 142 118 51 366 128 944 121 128 
1937 147 120 53 374 133 965 124 129 
1938 152 122 55 382 138 986 128 130 
1939 157 124 57 390 143 1,007 132 131 
1940 162 126 59 399 148 1,030 136 132 
1941 168 128 61 408 154 1,052 140 133 
1942 174 130 64 417 160 1,076 145 135 
1943 180 132 66 426 165 1,099 150 136 
1944 186 134 69 435 172 1,123 154 137 
1945 192 136 71 445 178 1,148 159 139 
1946 199 138 74 454 185 1,173 164 140 
1947 205 141 77 464 191 1,199 170 141 
1948 212 143 80 475 198 1,226 175 143 
1949 219 145 83 485 206 1,253 181 144 
1950 227 148 87 496 213 1,280 186 146 
1951 235 150 90 507 221 1,308 192 147 
1952 243 152 93 518 229 1,337 198 148 
1953 251 155 97 529 238 1,367 204 149 
1954 259 156 1 101 541 247 1,397 210 151 
1955 268 159 105 553 256 1,428 217 152 
1956 277 161 109 565 265 1,459 224 153 
1957 287 164 113 577 275 1,491 230 154 
1958 297 166 118 590 285 1,524 237 156 
1959 307 169 122 603 296 1,557 244 157 
1960 317 172 127 616 307 1,592 252 158 
1961 328 175 132 630 318 1,627 259 159 
1962 339 177 137 644 330 1,662 267 161 
1963 350 180 142 658 342 1,699 275 162 
1964 362 183 148 672 355 1,736 283 163 
1965 375 186 154 687 368 1,775 292 165 

















* Calculated forward and backward from midpoint of 1923-1928 period, at the following 


annual trends derived from the data in Table 1 and Charts A and B: 


Total Percapita 
(per cent) (per cent) 


Ne NNN Sos gs a tila acct dict Geanigl ok acces een 3.4 1.6 
Value of finished commodities at producers’ prices................. 3.9 2.2 
Value of delivered final products............... ccc cccceccecececcees 3.7 2.2 


ft Based on trends in aggregate value of delivered final products at 1923-1928 prices. 
t Based on population estimate and trend in per capita value of delivered final products. 
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1920, and 1930, and the number of persons in the labor force in 1940.2 These 
figures, excluding persons under 14 years of age, are given below in millions, 
as percentages of the total population, and as percentages of the population 
14 years old and over. 


Per cent Per cent of 
of total persons aged 
Year Millions population 14 or over 
Gainfully employed 
1900 28 37 55 
1910 37 41 58 
1920 41 39 56 
1930 49 40 55 
Persons in labor force 
1940 53 40 52 


The figures for male and female gainful workers indicate that the decade from 
1900 to 1910, when gainful workers increased from 37 to 40 per cent of the total 
population and from 55 to 58 per cent of the people aged 14 or over, was a period 
of rapid relative growth of reported gainful workers among women. There was 
probably a greater shift from home-produced goods and services to factory- 
made goods and services, with an accompanying movement of women workers to 
gainful employment as reported by the Census, in that decade than in any subse- 
quent decade. The figures by age groups show a substantial reduction, in each 
decade since 1910, in the proportions of young and aged persons gainfully em- 
ployed or in the labor force, and an increase in the proportion of adult but not 
aged women in the ranks of the gainfully employed. 

If we assume either (a) that these various tendencies since 1910 in employ- 
ment, or desire to work, among the various age and sex groups are likely to 
continue, or (b) that these movements have largely run their course, we may 
estimate normal employment as, roughly, 40 per cent of the population. This 
percentage would make normal volume of employment at the present time about 
55 million persons, or 7 million fewer than current estimates of the present labor 
force. The figure of 55 million is approximately 10 per cent more than the pres- 
ent civilian employment, and about equal to the number of persons employed 
other than in the armed forces, plus about one-half of those in the armed forces. 

Estimates of normal employment for each year to 1950 and at 5-year intervals 
to 1965, based on 40 per cent of the population, using population estimates de- 
rived from those of the National Resources Planning Board, are given below.°® 


8 The number of persons in the labor force, as defined in the 1940 Census, differs in several 
respects from the number of persons reported in previous censuses as gainfully employed. 
It is believed, however, that the figures are roughly comparable. See W. 8. Woytinsky, 
“Controversial Aspects of Unemployment Estimates in the United States,’’ The Review of 
Economic Statistics, Vol. XXIII, No. 2 (May 1941), p. 71. 

® See footnote 6 regarding population estimates. The estimate of normal employment 
for 1947 given here is over three million smaller than Hagen’s estimate of the labor force in 
that year, but is only one million smaller than his estimate of the labor force in 1940 and the 
normal increase to 1947 (Federal Reserve Bulletin, op. cit.). The difference between my esti- 
mate of 57 million and Hagen’s estimate of over 60 million persons at work or seeking em- 
ployment in 1947 may be due in part to an underestimate of the normal working force by the 
method used here, which is not as precise for any particular year as an estimate based on a 
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Million 
1945 55 
1946 56 
1947 57 
1948 57 
1949 58 
1950 58 
1955 61 
1960 63 
1965 66 


With respect to hours of work it is well known that there has been a continuous 
tendency toward a shorter work-week for more than a century, though changes 
have been much more rapid at some periods than at others. Recent tabulations 
by the Bureau of Labor Statistics indicate that the average work-week in all 
manufacturing industries prior to World War I was more than 50 hours, and 
that the prevailing work schedule just prior to the present war was 40 hours per 
week.!° Many industries had adopted a five-day working week as normal, and 
in some of these working hours did not exceed seven per day. Continuation of 
this downward trend suggests that the five-day week with a seven-hour day should 
be generally adopted by 1950, and with a six-hour day by 1965. 


v 


Though traditional and trite, the concepts of demand and supply are neverthe- 
less the valid approaches to the problem of describing the necessary conditions 
for the achievement of normal production. What circumstances will create a 
demand for $164 billion to $185 billion of final products in 1946, assuming the 
end of the war in 1945, and increase this demand year by year to about $300 
billion or $350 billion by 1965? And what circumstances will provide a supply 
of goods and services worth these sums at the 1923-1928 price level? These 
questions are discussed here under the topics: a suitable volume of money, and an 
economic climate favorable to enterprise. 

Analysis of available statistical data indicates that money normally flows 
through the economy—from income recipients to business enterprises and other 
producing organizations in the purchase of consumers’ goods and services and 
other final products of the economy, and from those enterprises back to income 
recipients in the form of wages, salaries, dividends and interest, and other forms 
of income—at a fairly steady, though not perfectly constant, rate. Two types 
of variation in this circuit flow of money may, in fact, be observed throughout 
the period for which annual data are available. One of these is a tendency 





more detailed age and sex group analysis. However, the greater part of the difference is 
due to the assumption implicit in the two estimates regarding the number of persons in the 
age-groups constituting the labor force who, under conditions of a normal volume of pro- 
duction, will be attending institutions of learning, making extensive vacation tours, or 
devoting themselves to personal hobbies while living on income from property. 

10 Monthly Labor Review, Vol. 58, No. 4 (April 1944), p. 838. 
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toward a slowing-down of the average rate of flow, as indicated by ratios of the 
payments for final products to the cash balances held by individuals and busi- 
ness." This tendency is perfectly normal, since it is a reflection of a tendency 
for individuals and business to hold larger cash balances for later or emergency 
use as production increases and the standard of living rises, though the degree of 
trend during the past quarter of a century (nearly 1} per cent per year) is steeper 
than most economists would have guessed, and may be steeper than we should 
anticipate for the next twenty years. 

The second type of variation in the circuit flow of money which may be ob- 
served throughout the period for which annual statistical data are available is a 
moderate cyclical variation, apparently associated largely with changes in inven- 
tories and occasional periods of hesitation on the part of business enterprises in 
adjusting their operations to changing conditions of demand. During the period 
for which data are available, this type of variation did not exceed 6 per cent from 
trend, if the rate of flow is measured by the ratio of business and individual 
expenditures for final products and taxes to their cash balances, and did not 
exceed 3 per cent from trend if measured by the ratio of expenditures for con- 
sumers’ goods and personal taxes to the cash balances held by individuals. 

A third type of variation in the circuit flow of money occurred during the ab- 
normal economic conditions of the great depression. During the years 1931-— 
1934 the rate of flow of money through the economy dropped below the trend 
as much as 25 per cent, if this rate is measured by the ratio of business and 
individual expenditures for final products and taxes to their cash balances, or 20 
per cent if measured by the ratio of consumers’ expenditures and personal taxes 
to the cash balances held by individuals.“ This unusually slow flow of money 
through the economy was an effect of the monetary contraction which began in 
1929. 

The comparative stability, except in periods of monetary maladjustment, in 
the rate of circuit flow of money through the economy makes it possible to esti- 
mate the volume of money that is needed in the economy for use in association 
with any given value of the national output. This stability in normal circum- 
stances and instability under the condition of monetary contraction also indicate 
that the chief necessary condition for creating and maintaining a given demand 
for final products, in dollars, is a suitable volume of money. 

In Table 3 three estimates are given of the volume of money needed each year 
to 1965 to accompany the normal volume of production, valued at the 1923-1928 
price level. These estimates are also extended backward to 1919, in order that 
the figures may be compared with the actual volume of money. The estimates 
relate to the volume of money held by individuals and business, including 
non-profit associations and state and local governments. They exclude cash 


11 These ratios are given in “The Volume of Money and the Price Level Between the 
World Wars,” op. cit. Similar ratios could be derived from estimates of gross income flow 
(for definition of this concept and estimates for 1941 and 1942, see Survey of Current Busi- 
ness, April 1943, p. 17) and cash balances held by individuals and business. 

12 See ‘“‘The Volume of Money and the Price Level between the World Wars,” op. cit., 
and ‘‘Monetary Expansion and the Inflationary Gap,”’ op. cit. 
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TABLE 3 


Price LEvEL, 1919 To 1965 






EstTIMATES OF THE VOLUME OF MoNEY NEEDED FOR NORMAL PRODUCTION AT THE 1923-1928 












ASSUMED RATIO OF 


ESTIMATES OF NEEDED VOLUME OF MONEY 


(BILLIONS OF DOLLARS)f 





ACTUAL VOLUME 























VALUE OF FINAL OF MONEY 

YEAR PRODUCTS TO VOL- (BILLIONS) t 
UME OF MONEY* a B Cc OF DOLLARS 

1919 2.004 34.5 34.0 35.3 35.7 

1920 1.976 36.3 35.9 37.0 39.2 

1921 1.949 38.2 38.0 38.9 37.4 

1922 1.922 40.2 39.9 40.6 38.3 

1923 1.895 42.2 42.1 42.6 42.3 

1924 1.869 44.4 44.4 44.8 44.1 

1925 1.843 46.7 46.7 46.8 47.1 

1926 1.818 49.1 49.1 48.9 49.2 

1927 1.793 51.6 51.6 51.0 50.8 

1928 1.768 54.3 54.1 53.2 53.1 

1929 1.744 57.1 56.7 55.4 53.0 

1930 1.720 60.0 59.3 57.6 51.6 

1931 1.696 63.1 61.9 59.8 50.6 

1932 1.673 66.3 64.6 62.0 44.4 

1933 1.650 €9.7 66.7 64.2 41.2 

1934 1.627 73.3 70.2 66.5 44.0 

1935 1.605 rs oe 72.1 67.9 48.2 

1936 1.583 81.1 76.3 71.5 52.6 

1937 1.561 85.2 79.6 74.1 55.3 

1938 1.539 89.7 83.2 76.9 55.2 

1939 1.518 94.3 86.9 79.9 58.7 

1940 1.497 99.1 90.8 83.0 63.9 

1941 1.476 104.3 95.0 86.3 71.9 

1942 1.456 109.6 99.5 89.8 81.1 

1943 1.436 115.2 104.1 93.5 100.4 

1944 1.416 121.2 109.0 97.2 § 

1945 1.396 127 114 101 § 

1946 1.377 134 119 105 

1947 1.358 141 125 109 

1948 1.339 148 131 114 

1949 1.321 156 137 118 

1950 1.303 164 143 123 

1951 1.285 172 149 128 

1952 1.267 181 156 133 

1953 1.250 190 163 138 

1954 1.233 200 171 143 

1955 1.216 210 178 149 

1956 1.199 221 186 155 

1957 1.182 233 195 161 

1958 1.166 245 203 167 

1959 1.150 257 213 173 

1960 1.134 271 222 180 

1961 1.118 285 232 187 

1962 1.103 299 242 194 

1963 1.088 315 253 201 

1964 1.073 331 264 209 

1965 1.058 348 276 217 
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balances of the United States government. The estimates are based on the 
assumption that government activities are fully paid for by taxpayers, that is, 
that government budgets are balanced and that there is no net deficit financing 
when revenues and expenditures of all government bodies are consolidated. 
No assumption is made regarding retirement of government debt; that is, the 
estimates are consistent with maintenance of government debt unchanged or 
with retirement of government debt at a moderate or fairly rapid rate, so long 
as such retirement does not produce monetary maladjustment. 

Of the three estimates of the needed volume of money given in Table 3, the 
first is derived from the normal value of final products estimated by extending 
the trend of the total volume of production, and the second from the normal 
value of final products estimated by extending the trend of per capita production. 
The assumed normal ratio of business and individual expenditures for final 
products to their cash balances which is used in these two estimates is also given 
in the table. The third estimate of the volume of money needed for normal 
production and maintenance of the 1923-1928 price level is derived from the 
assumption that a rate of increase of 3 per cent per year per capita is a reasonable 
rate of monetary expansion. This method of estimate yields figures somewhat 
lower than the other two estimates for the period subsequent to 1928, because it 
assumes a combined rate of increase in production per capita and in holdings of 
money relative to expenditures which is lower than the sum of the rates during the 
past quarter of a century. 

In all of these estimates of the volume of money needed for normal production 
at a stable price level, the assumption is made that the volume of money should 


13 This rate of expansion has been suggested by the author, in an article published else- 
where, on the assumptions that increased productivity and increased holdings of money 
as a store of value each equal approximately 1)4 per cent per year (‘Monetary Theory, Full 
Production, and the Great Depression,’? Econometrica, Vol. 13, No. 2 (April 1945). 
However, 14% per cent per capita is only two-thirds of the rate of increase in production 
during the past three-fourths of a century, as indicated by the value of finished commodities 
at producers’ prices; it may be thought that data for the period since 1919 yield too high a 
figure for the trend in holdings of money as a store of value. If the past trend of 2.2 per 
cent per year in production per capita is used for projection to 1965, the assumption of a 3 
per cent per year rate of expansion in the needed volume of money assumes only .8 per cent 
increase per year on account of increased holding of money as a store of value. 





* Calculated forward and backward from midpoint of 1923-1928 period at an annual 
rate of decrease of 1.4 percent. For the estimates of payments for final products and of the 
volume of money during the years 1923-1928, from which the average ratio for that period 
is derived, and for the years 1919-1943 from which the annual rate of decrease is derived, 
see ‘“‘The Volume of Money and the Price Level Between the Worid Wars,” op. cit. 

+ Excluding cash balances of the United States government and of foreigners. 

t ‘The Volume of Money and the Price Level Between the World Wars,” op. cit. 

§ Forecast at an average of $125 billion in 1944 (see ‘(Monetary Expansion and the In- 
flationary Gap,” op. cit.), and at approximately $150 billion by the middle of 1945, on the 
basis of (a) excess of Federal government expenditures over receipts indicated by budget 
estimates, (b) assumption of continuation of the practice of meeting approximately one- 
half of the deficit through borrowing from the banking system, and (c) assumption of con- 
tinuation of current central bank policies, under which no curtailment of bank loans and 
investments other than United States government obligations is likely to occur. 
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increase each year in proportion to (a) the growth in population, (b) the rate of 
growth in production per capita, and (c) the rate of growth in the volume of 
money serving the function of a store of value, that is, held for later or emer- 
gency use, as indicated by the ratio of cash balances held by business and indi- 
viduals to their expenditures for final products of the economy. The differences 
between the estimates reflect different assumptions as to the three rates of 
growth. The average annual percentage rates of growth assumed in the three 
estimates, for the period from 1944 to 1965, are given below. Percentages 
shown in ordinary type are those explicitly assumed in the calculations, those in 
italics result from the calculations and are therefore implicitly assumed. Per- 
centages not given are not specifically assumed, either explicitly or implicitly. 


aicieate Estimate Estimate 


Population, production per capita, and trend of cash holdings 


combined—i.e., needed volume of money.................... 6.16 4.58 3.89 
INI arc ancicrcro swath pl iiih i= erehune bese pa tel aus ene ey sieeiee — 0.86 0.86 
| LO ET oe cre rer er es —_ 2.20 
Trend of cash holdings relative to expenditures for final prod- 3.00 

IG Soils x Soke te oi wd eles cure ee Ree eee atu ces Tbe oae eats 1.40 1.40 


Total production, i.e., population and production per capita 
ey COT ee PEL ar oe Rare oe 3.76 3.08 _— 


The estimates in Table 3 indicate that the monetary deficiency of the 1930’s, 
relative to the amount necessary for full production and the 1923-1928 price 
level, has been overcome by the monetary expansion which has occurred during 
the war, but that until 1944 this expansion did not produce monetary excess.“ 
However, continuation to the middle of 1945 of the deficit and borrowing policies 
pursued to the end of 1943 will produce a volume of money about 18 per cent 
above the highest, and near!y 50 per cent above the lowest, of the three estimates 
of the amount needed for normal production at the 1923-1928 price level. If the 
volume of money is held after the middle of 1945 at the level forecast for that 
date, which is $150 billion, the excess will disappear in four years, according to 
the highest of the three estimates of the needed volume of money, and in ten 
years, according to the lowest of these estimates. 


VI 


A suitable volume of money in the economy is a necessary condition for main- 
tenance of normal production, and this volume of money, it has been indicated, 
is a volume which increases as time goes by at a rate approximating the sum 
of the average annual rate of growth in population, trend of production per 
capita, and the trend of increased use of money as a store of value. 

The fact that such a rate of growth in the volume of money is a necessary 
condition for normal production rests upon the lack of complete adaptability 


14 There was, of course, monetary excess earlier than 1944 in terms of the price level of 
1935-1939, which was about 17 per cent lower than that of 1923-1928. 
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and flexibility which is shown by business enterprise in the face of fluctuations 
in monetary demand. If the production and price policies of business enter- 
prises were completely flexible, it would be possible for business enterprises to 
adjust themselves immediately to any change in the volume of money, however 
large or rapid, and the volume of money would not be an important factor under- 
lying the rate of production. However, the nature of business organizations in 
an economic system dependent upon monetary values is such that they cannot,. 
or at least do not, maintain a normal volume of production when faced with the 
necessity of a substantial reduction in prices. Business enterprises are doubtless 
capable of adjusting their operations to slow and moderate reductions in prices, 
but the contractual character of some of their costs and the stickiness of other 
costs impose, in the case of any substantial reduction in prices of final output, 
losses which they are unprepared to meet, and which they attempt to avoid by 
reducing output. 

The statistical analysis of past data regarding the relation of the volume of 
money to the volume of business activity in the United States suggests that the 
provision of a suitable volume of money in the economy is not only a necessary 
condition for normal production but may also be a sufficient condition for such 
production. However, the assumption that provision of a suitable volume of 
money is a sufficient condition for normal production implies that business enter- 
prises have sufficient flexibility to make prompt use of new techniques and more 
efficient methods of production, and to meet quickly changes in the character of 
demand arising from causes other than monetary deficiency or instability. : More 
precisely stated, business must have this type of flexibility in sufficient degree 
to maintain the rate of economic progress of the half-century from 1879 to 1929, 
as indicated by the trend of total production or of production per capita, since 
it is that rate of economic progress which is the basis for our estimates of normal 
production during the next two decades. The fact that business enterprises 
do not have sufficient flexibility to adjust quickly to monetary changes suggests 
the possibility that they also lack sufficient flexibility to adjust promptly to other 
economic changes. 

Our experience during the decade since monetary contraction was halted i in 
1933 also suggests that business enterprises may no longer possess an adequate 
degree of flexibility and adaptability to economic and social developments, 
even though they are freed from the paralyzing effects of monetary deficiency. 
By 1935 the rate of use of money in purchasing final products had recovered 
from its depression sluggishness and had returned to a normal rate, as indicated 
by the trend since 1919, and the volume of money had been restored to a figure 
approximately two-thirds of the amount estimated to have been necessary for 
normal production at the 1923-1928 price level. Business enterprises had taken 
the losses forced upon them by the monetary contraction of 1929-1933, and were 
operating under a rising, rather than a falling, price level. During the four 
years between 1935 and the outbreak of the present World War in Europe the 
volume of money increased at an average annual rate of slightly over 5 per cent 
per year, a rate sufficient to meet the conditions described above as a suitable 
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volume of money. During this period the output of the economy, as measured 
by the estimated value of delivered final products at constant prices, was restored 
approximately to the 1928 level, but was still only three-fourths or four-fifths 
of normal, as indicated by the trend projected from the pre-depression period. 
It was not until 1942, after the government had assumed almost complete control 
of the economy under the stress of war, that the volume of production was re- 
stored to normal as indicated by the projection of the trend from the half-century 
from 1879 to 1929. 

In an economic society in which production is dominantly non-governmental 
in character the rate of production depends directly upon decisions made by 
many individuals associated with many different types of producing concerns. 
If business concerns were not sufficiently flexible and adaptable in the 1930’s 
we should examine the conditions under which individuals make decisions re- 
garding expansion of production in existing lines, the development of new 
products, and the undertaking of new projects. For relatively full utilization 
of resources we need an economic climate which is favorable to enterprise, a 
set of circumstances under which a very large number of individuals are interested 
in production processes, the organization of business enterprises, the utilization 
of the most efficient techniques of production, and the adaptation of the products 
of business to the needs and desires of the people. Throughout most American 
history the economic climate has been exceptionally favorable to enterprise; 
but the economic climate is forever changing and there are good reasons for 
supposing that some of the changes which have occurred in recent years have 
been unfavorable to enterprise. We may need therefore to make some changes 
in the economic climate—which is more largely under conscious human control 
than is the physical climate—in addition to provision of a suitable volume of 
money in the economy if we are to achieve normal production during the next 
two decades. To be more specific, we may need to make changes in the general 
legal and economic framework under which business concerns operate, par- 
ticularly in the conditions under which new concerns are initiated and under 
which enterprises expand their operations, in order to provide in the postwar 
world an economic climate which is as favorable to enterprise as that in past 
American history. 

Six aspects of the economic climate under which business concerns operate, 
which appear to be in need of modification, are noted below. Some of these 
have been the subject of much discussion in recent times. Others appear to 
have been given insufficient attention. The items discussed here are as follows: 
uncertainty regarding governmental economic policy; adjustment of forms of 
enterprise to types of production desired by the population under a normal rate 
of economic progress; adaptation of the profit motive in enterprise to the chang- 
ing proportion of the population dependent primarily upon various types of 
income; adaptation of risk-bearing devices; stimulation versus restriction of 
production; and taxation. 

After the economic disorganization of the great depression of the early 1930’s 
a considerable degree of uncertainty with respect to governmental policy was 
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inevitable. The government was faced with an unprecedented economic situa- 
tion. Conflicting ideas regarding the best governmental procedures and policies 
made the formulation of governmental policy difficult and necessarily created 
uncertainty regarding the future character of that policy. However, as we look 
back on governmental policies during the six years between 1933 and the out- 
break of the war in Europe, some of those policies appear to have created much 
more uncertainty in the minds of business executives and enterprisers than was 
necessary. 

One of the most important phases of uncertainty regarding governmental 
action in the latter half of the 1930’s related to monetary policy. This uncer- 
tainty, paradoxically, arose largely out of measures designed to aid in the main- 
tenance of a suitable volume of money in the economy. One of these new 
powers, for example, authorized changes in the percentage reserve requirements 
for commercial banks. Under the present fractional reserve system, reserve 
requirements are in essence an authorization to commercial hanks to create a 
given volume of money in the form of bank deposits. The power to change 
reserve requirements, therefore, presumably strengthened the ability of the 
central banking system to stimulate or to halt an expansion of the volume of 
money by commercial banks. The provision actually tended to make bankers 
hesitant to make full use of the existing privilege offered them by reserve require- 
ments, for the reason that if they expanded their deposits to the limit permitted 
by existing requirements they might be faced with a sudden demand for increased 
reserves which they would have difficulty in providing. That bankers and 
businessmen were extremely sensitive to this uncertainty is indicated by the 
events of 1937 and 1938. In 1937, judging from the index of total production 
shown in Table 1 and the projections in Table 2, the output of the economy had 
been restored to the 1929 level but was still far below normal. Just when that 
degree of recovery had been achieved, reserve requirements were increased, and 
both bankers and business immediately responded with great hesitancy regarding 
future commitments. The effect was not merely to check the rate of monetary 
expansion, which since 1933 had varied from 5 per cent to 10 per cent per year, 
but to prevent for some time any monetary expansion, as is indicated by the 
fact that the average volume of money held by individuals and business in 1938 
was slightly less than the average in 1937. 

Uncertainty with respect to governmental monetary policy was accompanied 
by uncertainty with respect to other policies directly affecting the prospects and 
profitability of business. Uncertainty regarding the degree to which govern- 
mental activity, whether undertaken solely for relief purposes or for other pur- 
poses, would provide products and services formerly provided by profit-making 
concerns, and uncertainty regarding the taxes likely to be imposed on business 
enterprises and on enterprising individuals, since current government expendi- 
tures were in excess of revenues without any definite policy regarding the balanc- 
ing of the budget, may also be mentioned as unsettling and disturbing elements 
in the climate in which decisions of business executives and enterprisers had to 
be made. 
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The period from 1935 to the outbreak of the European war is not the only 
period in which business has revealed hesitancy or slowness in adapting itself 
to the economic situation under which it operated. Such hesitancy is probably 
an important aspect of the typical business cycle of three to four years’ duration 
and there is considerable evidence that in 1929, at the beginning of the great 
depression, business failed to make essential price adjustments and was uncertain 
regarding the segments of the economy into which the normal degree of business 
expansion should be channeled.!* Some light on the character of this situation 
is thrown by the relation to income of expenditures for various types of goods 
and services indicated in surveys of family expenditures, annual estimates of the 
aggregate value of the various types of goods and services included in the final 
products of the economy, and changes in the number of families and individuals 
in various income levels resulting from the normal rate of growth in production. 
This type of statistical analysis has not been carried through in detail but scrutiny 
of the data available warrants the conclusions: (a) that during the 1920’s the 
people of the nation utilized their increased incomes associated with economic 
progress in acquiring relatively large supplies of durable goods which they de- 
sired in adjusting their living to the use of motor vehicles"; and (b) that when 
the people of the nation had adjusted themselves fairly well to the increased 
mobility and new residential locations made possible by the use of motor vehicles, 
they would desire to enjoy the fruit of economic progress in the form of various 
types of service rather than in more durable goods. Business apparently did not 
sense this pending change in the character of demand with sufficient promptness 
to make the most advantageous use of their growing cash balances in 1928 and 
1929, and it is probable that in the late 1930’s they repeated this same failure. 
The same lack of adaptation to social changes may occur in the postwar period. 

Some observations on the nature of the difficulties involved in adjusting busi- 
ness policies to the change in the character of demand may be desirable here. 
The growing demand for services may be divided into three general segments. 
One of these is service in the home or business service which diminishes or re- 
places work performed in the home. Surveys of family expenditures suggest 
that when economic progress has been sufficient to provide a large proportion 
of the nation’s families with disposable incomes above $4,000 the demand for 
household help will be vastly increased, but the number of persons willing to 
work for a wage which can be paid by families with disposable incomes in the 
$4,000 to $10,000 range will be greatly reduced. If business enterprise is to 


15 Residential construction was declining, but building costs were too “‘sticky”’ to un- 
cover promptly another layer of demand. Though business construction and purchases of 
durable producers’ goods were at a peak, non-financial business corporations were gaining, 
and individuals were losing, cash balances. It is difficult to understand this shift in cash 
balances, except on the assumption that business enterprises did not make a normal use, 
through expansion of production or payment of dividends, of the receipts from their sales. 

16 The nature of this demand and its relation to the general economic situation of the 
1920’s has been described more fully in the author’s ‘‘Plateaus of Prosperity and Plains of 
Depression,” in Economic Essays in Honor of Wesley Clair Mitchell (Columbia University 
Press, 1935). 
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meet the kind of demand created by such a situation it will be necessary, in 
addition to expanding such services as laundry, dry cleaning, and restaurants, 
either (a) to develop a type of business organization under which employees go 
from home to home to perform the household duties therein with much greater 
efficiency than the household servants of the past, or (b) to provide food, clothing, 
and household equipment in forms which greatly reduce the amount of work 
required to prepare meals and to keep clothing and houses in order. 

Another important type of demand for services which arises as the level of 
income is increased is the demand for more expensive forms of medical care 
and education than have hitherto been available to families in low and middle 
income groups. Adequate expansion of these services has been greatly retarded 
by peculiar problems of organization and marketing. In the case of medical 
care the chief obstacles to expansion have been: (a) undue limits on labor mo- 
bility resulting from restrictions imposed upon training for and entrance into the 
medical and nursing professions; (b) the opposition which has developed to 
organizations providing an integrated set of health and medical services with 
efficient collaboration of general practitioners, technical experts, nurses, and 
other help; and (c) maintenance of an obsolete fee system and opposition to 
periodic payment systems covering full medical and health service, or at least 
all basic medical services, as well as hospitalization expense. These obstacles 
have been largely due to the actions of members of the medical profession in their 
capacity as business enterprisers. 

In the case of education, the fact that the greater part of our educational 
facilities are public facilities met by taxation has resulted in perpetual conflicts 
between consumers, who have repeatedly asked for better schools manned by 
more competent personnel, and taxpayers, largely business concerns and property 
owners, who protest against the charges levied upon them based on their activities 
or ownership of property in other fields of enterprise. Protests against higher 
taxes for educational purposes have been particularly effective in recent years 
because taxes for school purposes are levied primarily by state and local govern- 
ments, and it has been difficult for those governments to impose higher taxes in 
the face of the tax burdens imposed by the Federal government. Because of the 
overcrowding and inadequacy of public schools, many families in the income 
classes above $5,000, particularly above $10,000, pay two sets of educational 
costs, one in the form of taxes and the other in tuition at private schools. With 
the much larger number of families in these income classes which will accompany 
a normal volume of production in the postwar period, the demands for improved 
public schools and for more private schools will both be greatly intensified. 

The third principal segment of the growing demand for services is the demand 
for recreational facilities, including sports, public entertainment, and vacation 
and travel facilities and service. Business adjustment to the demand for these 
services was more adequate during the 1920’s and 1930’s than to the demand 
for more and better medical care and education. However, two types of adjust- 
ment problems which need attention are apparent in this field. One of these 
is the provision of public facilities—parks and playgrounds for many purposes 
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and with many different types of equipment—and the other a problem of sea- 
sonal labor and employment. The first of these is the same kind of problem as 
that in education. The other is the kind of problem which has plagued certain 
types of agriculture and the processing of agricultural products and has produced 
an itinerant class of workers with a low standard of living. 

If during the past decade individuals had been able to purchase the types and 
quality of medical and health services, education, and recreational facilities 
which they desired, as readily and with as definite and convenient terms of pay- 
ment as they were able to purchase automobiles, the intensity of the demand 
for these services would have been much more apparent. Businessmen solved 
the problems of organization of production and marketing necessary to develop 
the automobile industry, but they have not yet shown an ability to solve similar 
problems in such fields as medical services, education, and recreational facilities 
for which people have fully as great a desire. Solution of these problems is vital 
to achievement of the standard of living which should result from a normal 
volume of production in the first two postwar decades." 

Enterprise, in the sense of the application of individual energy, initiative, and 
ingenuity to the production of goods or the rendering of services for sale to other 
persons, is commonly thought of as having its basic motive in the quest for profit, 
though some economists and psychologists in recent years have stressed other 
motives. The motives underlying enterprise, as in the case of other human 
actions, are doubtless mixed and numerous, but profit-seeking is unquestionably 
a vital ingredient in enterprise if profit-seeking is defined in the general sense of a 
personal desire for a pecuniary reward or gain. The personal qualities necessary 
for enterprise are probably widely distributed among the population, and the 
profit-seeking motive in this general sense is also an almost universal human 
motive. 

In economic theory, however, profit-seeking has usually been defined in the 
much narrower sense of the diversion into individual income of a margin between 
the price at which a commodity or service is sold in the market and the 
sum of the monetary costs involved in producing the commodity or providing 
the service; and the course of economic evolution has vastly altered the degree 
to which individual initiative and individual hope of pecuniary reward are 
readily combined into the quest for profit in this narrow sense. The major 
factors in economic evolution which have brought about this situation are: (a) 
the diminishing amount of land and other resources not already owned and used 
by individuals—the passing of the frontier which has so frequently been men- 
tioned by historians in recent decades; (b) the development of technical processes 
which are best utilized in large-scale enterprise where a large number of people 
work together; and (c) the development of large business corporations, partly in 
response to the foregoing and partly in response to other aspects of economic 


17 Improvement of the marketing, pricing, and method-of-payment procedures in the 
provision of these varied types of service would seem to be a particularly fertile field for 
study by business research groups such as the National Industrial Conference Board and the 
Committee for Economic Development, but these organizations, judging from the an- 
nouncements of their research programs, appear to be totally unaware of the vital im- 
portance to post-war business planning of improvement in such procedures. 
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development during the past century. These developments have resulted in 
a striking shrinkage in the proportion of the population which is accustomed to 
making its living through the traditional business technique of a margin between 
selling prices and producing costs. The business class of the nation, thought of 
as the people who characteristically make their living by seeking profits rather 
than by working for a wage or salary or by renting property or loaning money to 
others, now embraces only about 15 per cent of the people of the country engaged 
in economic activity for personal gain. Two-thirds of these are farmers. If 
we exclude farmers, the business class of the nation, defined as people who 
characteristically make their living through operating a business establishment 
for the profits that may be obtained therefrom, is only about 5 per cent of the 
gainfully employed population. The overwhelming majority of gainfully em- 
ployed persons now work for stated wages or salaries paid regularly at periodic in- 
tervals, and it is inevitable that by far the greater proportion of persons with the 
personal abilities needed for business enterprise are in this group. 

Considerable adaptation of the ways of operating business concerns to this 
fact of the evolution of economic classes has already occurred. It is recognized 
by persons dominating large business corporations that the people with “know- 
how” are in the ranks of their wage-earners and salaried employees, and this 
recognition has resulted in efforts to provide some special stimuli to employees 
to use those talents on behalf of the management of the corporation. Neverthe- 
less, we have not yet developed a generally satisfactory type of relationship 
between these people of enterprise and ingenuity and the business concerns 
which employ them. Their conditions of employment do not give them the 
status and other rewards formerly open to people of similar talents through 
individual ownership and management of a business concern. A large proportion 
of individuals with the personal qualities of enterprise do not have adequate 
stimulus to exercise those talents because they have no opportunity to participate 
in the guidance of the enterprise in which they spend their lives and thereby to 
obtain both an increased income and the psychological satisfaction of partici- 
pation and control in one’s own destiny which were the two great allurements of 
entrepreneurship in the past. Some modification of typical corporation control 
is urgently needed so that wage-earners and salaried employees with the practical 
“know-how” necessary for the improvement of industrial processes and other 
managerial problems will develop a feeling of genuine participation in the general 
management of the concern, and will therefore consider themselves an integral 
part of that enterprise rather than subordinates or members of an opposing group 
seeking concessions. 

The fact that the great majority of individuals with the personal qualities of 
initiative, ability, and imagination necessary to successful enterprise now make 
their living as wage-earning or salaried employees, together with the fact that 
shorter working hours are associated with economic progress, also makes possible 
the widespread expression of enterprise in forms of business organization other 
than profit-seeking enterprise in the narrow sense. Consumers’ co-operatives 
and kindred types of business afford an excellent vehicle for the exercise of enter- 
prise on the part of large numbers of able and competent people who do not have 
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the opportunity or cannot carry the risks associated with the more traditional 
types of business. The exercise of enterprise in these newer forms should be 
given the same opportunity and stimulus, with respect to governmental policies 
affecting enterprise, as is given to the older forms of business enterprise. 

The same aspects of economic evolution which have resulted in a need for 
adaptation of business organizations to make adequate use of the spirit of enter- 
prise among the people of the nation have also produced great changes in the 
character of risk-taking. In the past, when a relatively large class of business 
entrepreneurs made their living through profit in the narrow sense, the risk of 
loss involved in operating business concerns, which is a negative profit in that 
same sense, was borne by that group. 

The development of the large-scale corporation, with its elimination of entre- 
preneurs and division of entrepreneurial functions among investors, managerial 
and technical employees, and a small policy-making or control group, has greatly 
altered the character and incidence of risk-taking. To some extent risks have 
been reduced through the principle of consolidation associated with large-scale 
enterprise, but in general the risks of loss have been thrown largely upon absentee 
investors who have little influence upon managerial policies, or have been shifted 
to wage-earners through the policy of restricting output and dismissing employees 
rather than continuing to produce at a normal rate when faced with a prospective 
reduction in the price at which that volume of goods and services can be sold. 
For the most part absentee investors and employees do not want to take these 
risks (though many people in both classes are willing to speculate on fluctuations 
in security prices resulting from the risks and prospective profits of business 
corporations, just as they bet on horse races but do not take the risks of owning 
race horses) and their protests have had significant reflex effects upon the atti- 
tude of business executives toward risky types of business operations. Far more 
attention has been given in recent years than formerly to methods of shifting 
risks, such as the use of insurance, and to methods of avoiding risk. 

The attempts of controlling groups in business to shift or avoid risk of loss 
have been expressed in various ways: in a spirit of caution in the undertaking of 
new enterprises, the exploitation of new techniques of production, and the 
development of new products and services; in attempts to throw risks of loss upon 
governmental agencies by asking for guarantees of one kind or another; and in 
the establishment of business enterprises in such a form that the capital funds 
are actually supplied in full or nearly in full by investors who nominally take no 
risks or small risks and who have nothing to do with the management of the 
enterprise, while keeping most or all of the prospective profits in the hands of 
insiders in strategic positions. It is suggested that we need to give serious atten- 
tion to the organization of suitable types of risk-bearing business organizations 
upon which to throw the risks of loss which are a natural concomitant of a normal 
rate of economic progress, and to devices which will re-combine the lure of profit 
with the risk of loss. 

Another important aspect of economic evolution which has tended to prevent 
participation by the largest possible number of persons in the undertaking of 
business ventures and in applying new ideas to old processes is the familiar 
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problem of monopoly. In an economic society motivated by the hope of profit, 
monopoly is the champion stifler of enterprise. The recent findings of the De- 
partment of Justice show indisputably that the introduction of technical improve- 
ments has been retarded and industries vital to the national welfare have been 
kept in infancy by monopolistic tactics. A reasonable degree of freedom from 
such tactics is necessary if the spirit of enterprise is to have sufficient opportunity 
during the next two decades to assure the degree of use of the nation’s productive 
resources which extension of past trends indicates is necessary for normal pro- 
duction. Encouragement of competition, revision of patent laws, and strength- 
ening of the restraints on business agreements restricting production are therefore 
important aspects of the problem of attaining full production and employment 
in the post-war period. Governmental elimination of policies which restrict the 
volume of production is an equally essential part of a program designed to achieve 
full production and employment. It ought to be obvious to all that we cannot 
obtain the volume of production and the standard of living to which our present 
knowledge of technical processes entitles us if either government or business 
deliberately adopts policies restricting the volume of production. 

Governmental policy designed to promote normal production should not be 
limited to removal of governmental restrictions on production and minimization 
of business monopolistic tactics. A definite governmental policy designed to 
stimulate production is also essential. Many of the fields to which our economic 
efforts during the next two decades should be directed are fields in which govern- 
mental action is necessary in order that business and individual initiative and 
enterprise may be reasonably well exercised. A large part of the population is 
living in substandard dwellings and should be rehoused, residential communities 
should be adapted to modern ways of living, and metropolitan areas should be 
adapted to the convenient use of motor vehicles and air transport. Deficiencies 
in medical attention, education, and recreational opportunities have been em- 
phasized and illuminated by wartime needs and developments. Provision of 
goods and services in all of these fields is largely under the direct control of state 
and local governments, or is subject to land use and building codes or other 
regulations of local governments. Some of the problems in these fields are so 
great that Federal government action is needed to assist state and local govern- 
ments in untangling snarls of business organization and land tenure, in revising 
building codes and other regulations, and in obtaining funds for projects under- 
taken by state and local governments. Such action by the Federal government, 
in forms other than grants-in-aid, could be extremely helpful in producing an 
economic climate favorable to enterprise. 

Much recognition has been given to the fact that existing demands of the 
government upon its citizens are a great handicap to enterprise, and it is recog- 
nized by tax experts that many improvements can be made in the present tax 
structure without interfering with adequate government revenue in the postwar 
period. As has been emphasized by the recent report of the Committee for 
Economic Development, double taxation of corporate income and of dividends 
received by individuals should be eliminated and corporations should be able to 
retain a portion of their earnings for capital purposes without affecting the rela- 
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tive tax burden upon the various shareholders.!® A spirit of investment and 
risk-taking among a large number of people should be encouraged by tax policies 
which foster the accumulation of reasonable wealth and discourage the accumu- 
lation of immense fortunes. The latter is necessary because enterprise among 
the many is impossible when the resources of the nation are owned by a few. 

The extent to which present levels of taxation discourage direct investment in 
business enterprises by individuals in the well-to-do but not extremely wealthy 
income classes may be illustrated by the case of a corporation with an average 
annual income in 1935-39 of more than $50,000, representing 12 per cent profits 
on its invested capital, which wishes to expand upon cessation of hostilities and 
to raise additional capital by offering new stock for sale to individuals. The 
corporation’s invested capital, after selling the additional stock, will not exceed 
$5,000,000, and the corporation hopes to sell the stock largely to its existing 
shareholders, who are mostly persons with annual incomes of $25,000 to $100,000, 
as calculated on their individual Federal tax returns.’ If the corporation 
expects the same profits on the additional capital as it earned on its existing 
invested capital in 1935-39 and expects to pay out in dividends four-fifths of its 
additional income after taxes, what yield will the buyers of the additional stock 
receive? And how much profit must the corporation expect to make on its added 
investment to give the investors a net yield after taxes of, say, 4 per cent? 

Under present law, the corporation will be subject to an excess profits tax of 
95 per cent of its additional profits above 8 per cent on the additional invested 
capital, and to 40 per cent income tax (normal and surtax) on the additional 
income not subject to the excess profits tax. With expected earnings of 12 per 
cent on the additional capital, the additional income of the corporation after 
Federal taxes will be 5 per cent of its additional capital, so that the corporation 
expects to increase its dividend by an amount equal to 4 per cent on the addi- 
tional cupital. 

Individuals reporting incomes of $25,000 and $100,000 have disposable in- 
comes, after paying Federal income taxes, of about $15,000 and $30,000, respec- 
tively. The marginal individual tax rate on a person reporting an income of 
$25,000 is 62 per cent and on a person with an income of $100,000 is 92 per cent. 
If these persons invest in corporate stock yielding 4 per cent on the purchase 
price, they receive net yields of slightly over 1.5 per cent and 0.3 per cent, 
respectively.2° To give the investors a dividend yield of 4 per cent, after paying 

18 Harold M. Groves, Production, Jobs, and Taxes (McGraw-Hill, 1944). 

19 Tf the additional stock sold is of the same class as the outstanding stock, and if some 
of the new stock is sold to persons other than existing stockholders, some dilution will occur 
in the distribution of existing earnings—that is, the new stockholders will receive a slightly 
higher, and the old stockholders a slightly lower, rate of return on their investment in the 
new issue of stock than is indicated by the figures given here. 

20 The net yield to persons with annual incomes of $1,000,000 will be 0.4 per cent, higher 
than that to persons with incomes of $100,000, since the marginal tax rate of the former is 
lower (90 per cent instead of 92 per cent) than on the latter. In addition, an extremely 
high income tax rate is less of a deterrent to investment by extremely wealthy persons than 
by the well-to-do, for the reason that extremely wealthy persons can afford to invest in 
non-dividend paying stocks or in stocks of companies retaining a large proportion of earn- 
ings instead of paying dividends, and also have much greater opportunity than the well- 
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Federal taxes, the corporation must earn from 66 to 175 per cent on the additional 
capital, if the stock is sold to individuals with personal incomes of $25,000, and 
from 320 to 1162 per cent if the stock is sold to individuals with personal incomes 
of $100,000.74 

A considerable part of this extraordinarily depressing effect of taxation upon 
new investment is, of course, due to the excess profits tax. It is imperative that 
this tax be removed at the earliest possible date if something like normal business 
investment is to take place quickly after the production of military goods de- 
clines. However, even if the excess profits tax is repealed, the dividend yield to 
investors with personal incomes of $25,000 and $100,000, upon purchase of 
capital stock in a corporation expected to earn 12 per cent on the additional 
investment and retaining one-fifth of the earnings would amount, respectively, to 
less than 2.2 per cent and 0.5 per cent. These prospective rates of income on a 
new investment which is expected to yield a net profit of 12 per cent to the cor- 
poration making the investment are by no means adequate to offset the risks of 
loss which accompany, in most business enterprises, a probable or expected rate 
of profit as low as 12 per cent. In order to yield a net rate in dividends amount- 
ing to 4 per cent of the investment the corporation must earn 22 per cent if the 
stock is sold to individuals with personal incomes of $25,000 and 104 per cent if 
the stock is sold to individuals with personal incomes of $100,000. When it is 
recalled that such persons have about $15,000 and $30,000 of disposable income, 
respectively, after paying their income tax, and that many corporations consider 
it good policy to retain undistributed much more than one-fifth of their earnings, 
it is clear that continuation of the present corporation and personal income tax 
rates, even with repeal of the excess profits tax, is an exceedingly strong obstacle 
to the expression of enterprise by the moderately well-to-do in the form of equity 
financing of business ventures. 


VII 


The conclusion of this analysis, stated in a different metaphor, is as follows: 
the path to postwar prosperity, normal production, and full employment is not 
difficult to construct. The foundation is made from monetary policy com- 
pounded on the principle of a reasonable rate of monetary expansion; the surface 
is a smooth mixture of a reasonably stable governmental policy directed toward 
the stimulation of production and of enterprise, an adaptation of the forms of 
business organization to the dominant methods of earning a living and the types 
of goods and services desired by the population, and a tax system which distri- 
butes the cost of government fairly without penalizing investment and business 
venturesomeness. 





to-do to control the dividend policy of corporations in which they invest, thus postponing, 
and perhaps eventually avoiding, payment of personal income taxes at the present rates. 

21 Whether the necessary rate of earnings approaches the lower or the upper limit of these 
ranges depends on whether or not the additional earnings are sufficient to make the total 
earnings of the corporation subject to the limitation of total normal tax, surtax, and excess 
profits tax to 80 per cent of net income and upon the amount of additional capital relative to 
the corporation’s existing capital. 
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Along with their sister states in other parts of the country, all of the states 
of the South have established postwar planning agencies to stimulate, aid and 
co-ordinate postwar preparation and planning by public and private groups 
within their respective jurisdictions. Aside from their promotional and co- 
ordinating functions, the chief task of the state planning agency is to determine 
what governmental measures will best support and implement the efforts of 
private industry to supply adequate opportunities for employment and a high 
level of income in the peacetime years to come. 

Among the governmental measures which will exercise a powerful influence 
in advancing or retarding the economic development of particular states, it is 
generally recognized that state and local enactments in the sphere of taxation, 
borrowing and spending will play a prominent réle. A number of state planning 
agencies have, accordingly, set up sub-committees on postwar taxation and fiscal 
policy. Committees of this nature are responsible for conducting studies and 
investigations relative to the economic effects of existing state and local fiscal 
legislation. Beyond this, they are charged with the responsibility of reeommend- 
ing postwar programs of public expenditure and taxation which will positively 
promote the expansion of private productive activity within the state. 

In framing fiscal policies which will be conducive to full employment and a 
high level of income, most of the states of the Southeast are faced by certain 
unique difficulties which are not normally present in other parts of the country. 
These difficulties have their origin in the age distribution of the southern popu- 
lation, in the relative level of per capita income, and in the peculiar need of the 
South for a more profitable balance between agriculture and industry. It is the 
purpose of this article to describe the nature of these difficulties and to point out 
their implications for state and local finance. It is also proposed to consider 
what particular postwar fiscal policies are appropriate for the southeastern states 
in view of their special situation. 

In formulating postwar fiscal policies for the Southeast, it is necessary to begin 
with a clear realization of one basic fact. The southeastern states have relatively 
more children of school age than any other part of the nation. In the United 
States as a whole, there are on an average 36 children of school age (5 to 17 years) 
for every 100 persons of working age (18 to 64 years). The composite average 
for the eleven southeastern states is approximately 47 children of school age for 
every 100 persons of working age. In North and South Carolina, and Missis- 
sippi, the ratio of school children is above 50 per hundred. In Virginia, Georgia, 
Kentucky, Tennessee, the ratio is above 43 per hundred. Florida with a ratio of 
36 children per hundred persons of working age is the only state of the Southeast 
which approximates the national average. 
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The South’s abundance of children constitutes its richest potential asset. 
To convert this potential asset into an actual one, however, it is necessary that 
the children be adequately trained in the ways of modern economic life. This 
requires good public schools, and public schools involve taxation. For the 
United States as a whole, public education accounts for about 30 per cent of all 
state and local taxes, exclusive of gasoline and motor vehicle license taxes and 
contributions to unemployment compensation funds.! In the South, the propor- 
tion of state and local tax funds budgeted for education is in general considerably 
higher. Thus the tax funds expended on education in North Carolina in recent 
years reat 1sum which is very close to half of the combined total of all local tax 
collection plus the tax receipts of the state general fund. 

Even if the wealth and income of the people of the southeastern states were 
equal to the national average, they would have to tax themselves from 20 to 50 
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per cent more severely in order to maintain the average national standard of 
school expenditure per pupil. This is because relative to their working popu- 
lation they have from 20 to 50 per cent more children to educate. Moreover, 
unlike certain northern states, the educational responsibility of the southern 
states is not reduced by substantial enrollments in parochial schools. 

The fact that the average level of wealth and income of the people of the 
South is below the average for the nation as a whole operates further to increase 
the relative weight of taxation required to support any given standard of edu- 
cational service. As will be seen, from the following table, in two of the eleven 
states of the Southeast, average income payments per inhabitant of working age 
are below 55 per cent of the corresponding national average; in eight states they 
are below 70 per cent of that average, and in no southeastern state do they exceed 
85 per cent of the average national level. 


1U.S. Department of Commerce, Bureau of the Census, Financing Federal, State and 
Local Governments, 1941, p. 52. 
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The smaller the amount of taxable wealth and income in an area, the higher 
will be the rate of taxation required to raise a given sum. Since the taxable 
resources of the southeastern states are from 15 to 45 per cent below the national 
average, they must tax themselves from 20 to 80 per cent more severely than the 
average to maintain the national average of school expenditure per pupil. This 
circumstance would be serious enough if the southeastern states had merely an 
average size school population to educate. As has already been indicated, how- 
ever, all of the southeastern states except Florida have school populations which 
in relative size are from 20 to 50 per cent above the national norm. The South’s 
deviation from the national average as to income, reinforced by its deviation 
as to the relative size of its school population, has this important fiscal conse- 
quence: to maintain educational services on a par with the national average for 
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* Based on Schwartz, Chas. F., ‘‘State Income Payments, in 1943,” Survey of Current 
Business, August 1944, p. 12. 


all of their children, the southeastern states must levy taxes at rates from 16 to 
165 per cent higher than the average rate required to maintain the same services 
in the country as a whole. 

Can the states of the Southeast levy taxes at rates considerably above the 
average for the country as a whole without seriously checking their industrial 
growth and perpetuating the low income which is the chief cavse of their fiscal 
difficulties? It is generally recognized that the South’s high proportion of 
children as well as its relatively low per capita income is closely connected with 
the high proportion of its population which is engaged in agricultural pursuits. 
Over 150 years ago, Adam Smith, in his Wealth of Nations, observed that in 
every country of Europe there were a hundred people who had acquired great 
fortunes by trade and manufactures for one who had done so through the culti- 
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vation of the land. This observation might be made with equal accuracy of the 
United States today. 

For the country as a whole, agriculture yields a return per worker employed 
which is less than half as great as the return per worker in manufacturing. Only 
16 per cent of the total employed population of the United States, however, 
depends on agriculture for a livelihood. As will be seen from Table ITI, in every 
state of the Southeast, except Florida and Virginia, from a fifth to a half of the 
employed population is engaged in agriculture. Moreover, the income advan- 


TABLE III 


INcOME PER PERSON EMPLOYED OR SEEKING EMPLOYMENT IN MANUFACTURING AND 
AGRICULTURE, 1940* 
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* Source: Data on number of persons employed or seeking employment from Sizteenth 
Census of the United States, 1940, Population, Vol. III. The Labor Force, Part 1, Table 78 
and Part 2, Table 19. Unpaid family workers excluded. Income data from United States 
Department of Commerce, Gross Salaries and Wages and Net Entrepreneurial Income, by 
Major Industry Groups and by States, 1929-41, Mimeographed Tabulation. 


tage which manufacturing has over agriculture is very little less for the Southeast 
than for the country as a whole. 

It would be a mistake to conclude from the crude overall averages which have 
just been cited that any kind of manufacturing is more profitable than every 
kind of agriculture. As is well known, many types of agriculture are more 
profitable than certain existing types of industry. Still less would it be justifiable 
to conclude that the South should abandon farming. Agriculture is an indis- 
pensable activity, and the Southeast has rich agricultural resources. It is 
probably true, however, that the Southeast has too many people engaged in 
agricultural pursuits of low productivity and that the economic position of these 
people would be vastly improved if they could find jobs in southern industry at 
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prevailing southern wages. Such an eventuality would benefit southern agri- 
culture as well, since it would increase the local demand for farm products. 

In the ten years preceding the present war, manufacturing employment ex- 
panded at a faster rate in the Southeast than in any other section of the country. 
The prewar rate of expansion must be continued and, if possible, accelerated 
in the postwar period. The question is how can new industry be attracted to the 
South, and what influence will fiscal policies have in speeding or retarding indus- 
trial growth? 

Among the factors which defermine the location of industries, taxation is not 
ordinarily placed at the top of the list. Other factors, such as accessibility to 
raw materials and markets, the availability of an adequate supply of suitable 
labor, power, transportation and similar items generally carry more weight. 
Marked advantages with respect to these latter factors may more than offset a 
considerable disadvantage on the score of taxation. But when states are com- 
peting for the same industries, and when all other locational factors are in sub- 
stantial balance, taxation may well be the factor which finally tips the scale in 
determining whether a concern will pass up one state to locate in another. The 
imposition of higher than average taxes on business concerns which are relatively 
mobile and footloose would, therefore, seem to represent a risky policy for states 
which are seeking new industries. 

The southeastern states are thus confronted with what seems to be a dilemma. 
To capitalize on their richest resource, their youth, they must seek to maintain 
educational services which approximate the average standard for the country 
as a whole. But this involves taxation at higher than average rates and they 
cannot subject the more mobile elements of industry to such differential taxation 
without jeopardizing their economic growth. The choice would, accordingly, 
seem to lie between inadequate educational services on the one hand or arrested 
industrial development on the other. To devise fiscal policies which will avoid 
both horns of this dilemma is the difficult assignment which has been handed over 
to the postwar planning agencies of the Southeast. 

It would be the extreme of brashness for any one individual to presume to lay 
down directives on postwar fiscal policy for the southeastern states. Sound 
policies must be based on objective investigation of the conditions prevailing in 
each particular state. Workable policies must embody the experience and wis- 
dom of many different minds. There are, however, certain alternative courses of 
action both as regards public expenditure and as regards taxation which are open 
to all of the southeastern states. It is proposed here to review some of these 
alternatives and to comment briefly on their respective merits. 

As far as public expenditure is concerned, the alternatives to be considered 
may be limited to expenditure for education, since education is by far the most 
expensive service supported from general state and local taxes. There are 
individuals of unquestioned devotion to the public welfare who sincerely believe 
that the southeastern states should cut their educational garment to fit their 
financial cloth; or, in other words, that they should limit their expenditure for 
education to such sums as can be raised without imposing a greater than average 
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burden of taxation on persons, property, and business within their jurisdictions. 
For reasons which have already been pointed out, the adoption of this policy 
would mean that per pupil expenditures for education in the Southeast would 
range from 38 per cent to 86 per cent of the national average, depending on the 
relative number of children and the level of wealth and income in each state. 
As will be seen from Table IV, in five of the eleven southeastern states, school 
expenditures per pupil would be less than half of the national average and only 
three states would be able to maintain a scale of expenditure above 60 per cent 
of the national average. 

Many of the great men who have made signal contributions to the welfare of 
our nation have come from families which were rich in children but poor in goods. 
Few of these men would ever have had an opportunity to develop their talents, 


TABLE IV 
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if their parents had not been willing to make more than an average effort to 
provide them with schooling. If the sacrifices of individual parents for the 
education of their children are regarded as sound investments, does it follow that 
it will be equally sound from the standpoint of the long-run economic progress 
of the Southeast for the taxpayers of this area to make more than an average 
effort in order to provide their youth with educational advantages on a par with 
those available to the youth of other areas? This is a question which our post- 
war fiscal planners must squarely face and answer. 

There are those who believe that the only adequate solution for the problem of 
school finance, not merely in the Southeast, but in all other predominantly 
agricultural areas of the country, is Federal aid for education. Strong arguments 
may be marshalled in favor of this point of view. In raising and training future 
citizens, the people of the southeastern states are performing a valuable service 
for the country as a whole. The disproportionately large contribution of the 
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South to the nation’s armed forces provides a striking instance of the value of this 
service. 

But this is only part of the story. Very few of our large cities are rearing 
enough children to maintain their present populations without continuous re- 
placements from the rural areas. About 60 per cent of the people of all ages 
who left the farm during the ten years ending in 1930 came from farms located 
south of the Mason and Dixon line. Many of the young people who will con- 
stitute the future population of our metropolitan centers in all parts of the 
United States are now receiving their training in the public schools of the South- 
east. Since the Southeast is educating children for the benefit of the entire 
nation, it would seem just and proper that the entire nation bear its fair share 
of the cost. 

Those who reject Federal aid but who nevertheless wish to provide the youth 
of the Southeast with educational services reasonably in line with national 
standards have one remaining alternative—deliberate acceptance of a higher 
than average burden of school taxation. This is the policy which most of the 
states of the Southeast have actually been pursuing. Thus, according to Presi- 
dent Roosevelt’s Advisory Committee on Education, all of the states in this area 
except two taxed themselves more severely than the average in order to support 
their schools in 19352 

Consideration of the various expenditure policies which the states of this area 
might conceivably adopt leads back inevitably to the apparent dilemma to which 
attention has already been directed. Can the states of the Southeast tax them- 
selves more heavily than the states which are competing with them for new 
industries without seriously retarding their economic growth? It is the main 
thesis of the present article that this feat can be accomplished successfully pro- 
vided only that the proper taxes are selected to carry the additional burden. 

The extant varieties of state and local taxes are numerous and diverse. For 
the present purpose, however, they may be divided roughly into two general 
classes. First, there are the taxes which increase the cost of doing business or 
which reduce business profits. All such taxes may be called business taxes for 
short. Second, there are the taxes which are paid directly by individuals out of 
their personal wealth or income. These may be called personal taxes. Included 
in the class of business taxes are corporation income and franchise taxes, business 
license taxes and sales taxes of all sorts. The two most common personal taxes 
are the individual income tax and the inheritance tax. The general property tax 
isahybrid. Inso far as it is paid by farmers and business concerns on productive 
property, it is a business tax. In so far as it is paid by individuals on their 
homes, durable consumer goods and intangibles, it is a personal tax. 

From the standpoint of their potential influence on the economic growth cf a 
state, business taxes are by no means alike. From this point of view, two types 
of business taxes must be sharply distinguished: (1) taxes on concerns which are 
subject to interstate competition and (2) taxes on concerns which are com- 
paratively unaffected by such competition. Business concerns selling products 


2? The Advisory Committee on Education, The Federal Government and Education, p. 13. 
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in markets which extend beyond the borders of their state are ordinarily subject 
to interstate competition, unless they are exploiting resources of which the state 
has a monopoly. Most kinds of manufacturing, wholesale trade, and certain 
kinds of agriculture and mining are subject to interstate competition to a rela- 
tively high degree. The particular varieties of state and local taxes which bear 
most heavily on competitive enterprises of the above type are the general prop- 
erty tax, corporation income and franchise taxes, and sales taxes which apply to 
the cost of raw materials and supplies. 

Enterprises which produce commodities and services for nearby markets 
within the state, as well as interstate businesses which exploit scarce natural 
resources, are affected by interstate competition to a negligible extent. Repre- 
sentative of these categories of business are most types of retail merchandizing, 
personal service and amusement enterprises, public utilities to the extent that 
they serve residential users, and certain types of extractive industries. Among 
the business taxes whose application is for the most part limited to enterprises 
not subject to interstate competition are retail sales taxes, consumer excise taxes 
on liquor, tobacco, soft drinks and amusements, taxes on the residential users of 
public utilities, and severance taxes on the removal of scarce natural resources 
from the soil. 

Personal taxes must likewise be distinguished according to whether they hit 
footloose individuals who are in a position readily to change their state of resi- 
dence, or individuals who are bound to their state by strong economic ties. 
Individuals who derive the bulk of their income from investments may be influ- 
enced in their choice of domicile by interstate differences in rates of income and 
inheritance taxation or by the presence or absence of a tax on intangibles. On 
the other hand, persons who are tied to a state by a business or a job are not 
likely to change their residence because of high personal taxes. 

A state which wishes to encourage industrial expansion cannot afford to tax 
classes of business subject to interstate competition at higher than the prevailing 
competitive rates. Moreover, if it wishes to become a haven for retired capi- 
talists, it cannot afford to have abnormally high taxes on large incomes and in- 
heritances, nor treat intangibles less favorably than neighboring states. This 
still leaves a large range of taxes which are capable of carrying a heavier than 
average load with no adverse effects on the economic growth of the state. Among 
the more productive of these extra-burden bearers may be mentioned the retail 
sales tax; the personal income tax on low and middle bracket incomes; consumers’ 
excise taxes on liquor, tobacco, soft drinks, and admissions; public utility and 
insurance premium taxes; and in the case of certain states, petroleum and other 
severance taxes. 

The general policy of taxation which is here suggested for the southeastern 
states involves extensive reliance on taxes which hit mass consumption and 
relatively high rates of personal income taxation on low and middle bracket 
incomes. This will doubtless invite the criticism that the proposed program 
violates the canon of taxation according to ability, in being unduly solicitous of 
interstate business and invested wealth and not sufficiently considerate of the 
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poor. The equity of any policy, however, can be judged only in the light of the 
available alternatives and as far as the present issue is concerned, the available 
alternatives are unmistakably clear. 

In the absence of Federal aid, the southeastern states are compelled to choose 
between inadequate educational services, on the one hand, and heavier than 
average taxation on the other. If they choose inadequate educational services, 
they will fail to capitalize on their most valuable economic asset, their youth, 
and will deprive hundreds of thousands of young southerners of the opportunity 
to develop their productive talents. If they choose heavier than average taxa- 
tion, they cannot impose the additional burden on enterprises subject to out-of- 
state competition without causing such enterprises either to lose business, which 
will reduce the number of available jobs, or to make compensating reductions in 
wages and other costs. 

In the final analysis, the choice of the people of the southeastern states would 
seem to boil down to this: comparatively heavy taxes on consumption and on 
low and middle incomes, or acceptance of the less obvious but infinitely harsher 
taxes represented by ignorance, low wages and lack of job opportunities. 
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JOHN TAYLOR: ECONOMIST OF SOUTHERN 
AGRARIANISM 
WILLIAM D. GRAMPP 
American Foreign Service Auxiliary 
But of all the occupations by which gain is secured, none is better than agri- 


culture, none more profitable, none more delightful, none more becoming to a 
freeman. 


Cicero, de Offictis 


John Taylor, of Caroline, has for long attracted students of American political 
and intellectual history as the great adversary of Federalist policy and the | 
prodigious defender of the economic order of the South.!. Taylor’s prolix writings 
range widely over political philosophy, economic doctrine and policy, and they 
have furnished abundant material for the study of Virginia’s great agrarian. 
Yet for all such profusion of riches and the allure they have held for historians, 
the student of theoretical economics cannot be very happy over the treatment 
Taylor has been accorded in this field Though his interpreters have not failed 
to direct attention to Taylor’s economic doctrine, they have not examined it 
with the critical care it deserves. This neglect is rather puzzling in view of the 
position held by Taylor among Republicans. Although his contemporaries were 
not uninterested in his political tracts (which have drawn most, though not all, 
of the attention of students), they considered him to be one of the two economists 
among the anti-Federalists who was able to meet and conduct himself with honor 
against Hamilton, the great law-giver of Federalist economic policy as well as 
strategist of the party. (Gallatin was the other.*) While carrying on with 
vigor in the realm of political philosophy, Jefferson and Madison were prone to 
defer to others on questions requiring close economic analysis. 

This paper is an inquiry into the economic doctrine of John Taylor from the 
point of view of its origins in political philosophy, its relation to the currents of 
economic thought of the age, and its relation to the economic ideas expressed by 
his American contemporaries. It attempts to delineate the essential difference 
between the ideas of Taylor and those against which he fought throughout his 
life, to appraise his ideas in the light of what he contended against, and to find 
the distinctive features in Taylor’s economic doctrine and policy and that of the 
Republicans with whom he was nominally allied. This inquiry may be justified, 


1A Taylor bibliography, of both primary and secondary sources, is contained in The 
Social Philosophy of John Taylor of Caroline, by Eugene Tenbroeck Mudge (New York: 
Columbia University Press, 1939). 

2 In this connection it may be sufficient to cite only the work of Charles A. Beard, Eco- 
nomic Origins of Jeffersonian Democracy (New York: Macmillan, 1936), especially chap. xii. 

3 One of those questions that can never fail to exasperate the historian and intrigue all 
others is what role Taylor might have played had he remained in the Senate and partici- 
pated directly in national affairs, as well as the related question of how, as a consequence, 
Republican economic policy would have been different. 
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apart from the intrinsic interest of Taylor’s work, if it focuses attention upon 
some neglected features of his doctrine. 

The principal of this study is one of the more enigmatic figures in the group 
that opposed the centralizing forces of Federalist policy. Not only was Taylor 
often obscure and diffuse but his position among the anti-Federalists was an 
ambiguous one. With the enragés like Tom Paine and Joel Barlow, he had as 
little in common as did Hamilton, his arch ogre. Toward Jefferson he was polite 
and friendly, yet in profound disagreement on many political and economic 
issues. He opposed the candidacy of Madison, and could not have approved of 
many of the measures of Monroe. That he was considered a Republican at all 
must be attributed to the greater vehemence with which he opposed the Feder- 
alists. 


I 


Taylor, like his friends and foes, was a creature of the Enlightenment, even 
though he was not prepared to urge all of its libertarian notions upon America, 
particularly upon the South. In common with others who took the substance 
of their thought from classic liberalism, Taylor’s economic doctrine was derived 
from his political philosophy. The vigor with which he resisted the Federalists 
was a measure of the devotion he bore to the ideal of minimum government. 
It is in the light of this ideal that his economic doctrine may best be examined. 

Taylor’s political system rests upon a conception of human nature that is 
similar to that of both Jefferson and Hamilton, than whom there were, pre- 
sumably, no two men in greater disagreement. When Taylor said that ‘‘men 
are naturally both virtuous and vicious; and that they possess a power of regu- 
lating motives, or electing principles, which will cultivate either virtue or vice,’’ 
he expressed a postulate that Jefferson asserted when he said that man had 
within him the seeds of both benevolence and depravity® and “that he could be 
restrained from wrong and protected in right... by dependence on his own 
will.”® But when Taylor declared that the evil in men most often found ex- 
pression’ he was in agreement with Hamilton who said that “‘a vast majority of 
mankind is entirely biassed by motives of self-interest’’® and that the “great 
error” of American political leaders “is that we suppose mankind more honest 
than they are.’’? A further affinity between the two men is disclosed in their 
notions concerning the prerequisites of social stability. Taylor said that no 
government could last ‘‘unless rights and duties are honestly balanced against 


4 John Taylor, An Inquiry into the Principles and Policy of the Government of the United 
States (Fredericksburg: Green and Cady, 1814), p. 165. 

5 Thomas Jefferson, ‘‘Notes on Virginia,’”’ in The Writings of Thomas Jefferson, ed. Albert 
Ellery Bergh (Washington: The Thomas Jefferson Memorial Association, 1907), II, 207. 

6 Jefferson, ‘“To William Johnson,” zbid., XV, 441. 

7 John Taylor, An Argument Respecting the Constitutionality of the Carriage Tax (Rich- 
mond: Augustine Davis, 1795), p. 3. 

8 Alexander Hamilton, ‘‘A Full Vindication,’? The Works of Alexander Hamilton, ed. 
Henry Cabot Lodge (New York: G. P. Putnam’s Sons, 1885), I, 16. 

® Before the New York State ratifying convention, 1788, ibid., 1,389. See, also, Madison, 
The Federalist, p. 10. 
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each other—unless political good and evil are duly mingled, so as to assuage the 
asperity of the latter, by the pleasantness of the former,’® and Hamilton con- 
tended that man’s passion for self-seeking must be controlled by a dispensation 
of “regular honors and emoluments” which will attach him to the government." 

Given such a view of the human material of which government: is made, it 
would follow that at its best, government is an imperfect institution and at its 
worst an engine of despotism. The great desideratum then becomes the creation 
of a state that will have only enough power to keep order. To delegate any 
additional functions to it is to invite the abuse of power, and power, according to 
Taylor, is intrinsically corrupting. He submitted that his ideal of minimum 
government could be achieved by the principle of “division of power.” This 
meant, in practise, the delegation of only the most indispensable authority to the 
Federal government, the safeguarding of the integrity of state governments, the 
creation of a system of “plural executives,” and a rotation of office-holders in 
both branches through frequent elections." Taylor’s propositions concerning 
the mechanics of government represent the most extreme extension made in 
America of the idea of a minimum state. 

It is this aspect which makes Taylor’s political and economic ideas unique 
among those of his contemporaries, Republicans and Federalists alike. Agreeing 
with Jefferson that men were both virtuous and vicious and with Hamilton that 
evil was predominant, he differed with both on the amount of power that could 
be given to the governors. This difference traced ultimately to Taylor’s es- 
timation of the capacity of men to form satisfactory governments. Taylor had 
not Jefferson’s faith in the wisdom of a ruling élite of utilitarians nor Hamilton’s 
confidence that, given a nicely balanced governmental structure, men could 
look after their own interests. This latter conception was developed most 
elaborately by John Adams, whom Taylor challenged in his magnum opus, the 
Inquiry. Adams gave what was probably the most extreme expression in Amer- 
ica to natural law doctrine in his Defence of the Constitutions, when he declared 
that the physical universe does “not appear to be governed by laws more uniform 
or certain than those which regulate the moral and political world,’* and that 
the tri-partite system of government is shown by a study of history to have an 
unalterable foundation in nature." 

Taylor disputed the determinism implicit in such doctrine and contended 
that not physical laws but morality was the basis of social organization. 
systems proceed from ‘“‘moral, not natural laws,” and “they are evitable and not 
inevitable.’"® He rejected Adams’ ideal tri-partite construction, which had as 
its object the balancing of power among the “‘democratical, aristocratical, and 


10 Taylor, An Argument Respecting ... . the Carriage Taz, p. 25. 

11 Hamilton, Works, I, pp. 366, 389. 

12 An Inquiry, pp. 171-72. 

18 John Adams, A Defense of the Constitutions of Government of the United States of Amer- 
ica, Against the Attack by M. Turgot in his Letter to Dr. Price, Dated the Twenty-Second Day 
of March, 1778 (London: John Stockdale, 1794), I, p. 5. 

14 Ibid., I, p. 362. 
1 Taylor, An Inquiry, pp. 2-3. 
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monarchical” orders of society."6 For Adams’ system of establishing an equi- 
librium among the different factions of society, Taylor submitted instead the 
principle of division of power: the object of the first “is to make great masses of 
power equal”’; of the second, “‘to prevent their existence.”"” The balancing of 
power ran counter to the premises of Taylor’s system of minimum government 
in which there could be no power to confrol; with the Federalist notion of fac- 
tions as the medium through which men’s interests were secured to the govern- 
ment, Taylor could not compromise. Factions were the greatest curse of society 
and the agencies that subverted the virtue of government.'® 

Taylor’s differences with Jefferson were less vigorous but still real, for he could 
not share the latter’s belief in the efficacy of utilitarian control. Any system 
in which the government attempts to remove the natural deficiencies of men 
“‘by education, by appeals to reason and calculation, by presenting to the being 
so unhappily conformed, other motives to do good and eschew evil’’!® necessarily 
presumes the means, or power, to achieve such ends. Such power is, of course, 
subject to abuse, given the naturally imperfect state of man. Hence Taylor 
could not agree with Jefferson that government should become an agency for 
enlightening and improving the governed. (From this difference between 
Taylor and Jefferson were derived important differences concerning economic 
policy, which are examined below.) 


II 


The economic policy advanced by Taylor was one appropriate to his minimum 
“state. But for one important exception, he advocated a policy of thorough- 
going laisser faire. As Taylor carried the conception of least government to its 
utmost in America, so he urged that the true economic policy was one which 
left the distribution of property (and income) to the wisdom, talents, and industry 
of individuals.2° ‘‘Monarchies and aristocracies,’”’ he declared, are ‘founded in 
the principle of distributing wealth by law,’’ but “genuine republicks are founded 
on the principle of leaving wealth to be distributed by merit and industry.” 
The primary purpose of government is to protect private property by assuring 
to each individual the fruits of his industry. The economic sanction of such a 
policy is its effect of promoting the industry and diligence of men. Whatever the 
failings of man in his relations with others, he is quite adequate to attend to his 
own economic interests and immeasurably more capable than any other person or 
institution. ‘Individuals are better judges of their pecuniary interest than 
governments;... .”’” 


16 Adams, op. cit., I, pp. 3, 4. 
17 Taylor, A Pamphlet Containing a Series of Letters, etc. (Richmond: E. C. Stanard, 
1809), p. 29. 
18 Taylor, Arator; Being a Series of Agricultural Essays, Practical and Political (3d. ed.; 
Baltimore: John M. Carter, 1817), pp. 28 and passim, and An Inquiry, p. 177. 
19 Jefferson, ‘“To Thomas Law,’’ Writings, XIV, p. 148. 
20 An Inquiry, p. 282. 
21 Arator, p. 25. 
22, A Series of Letters, etc., p. 25. 
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For all of his protestations of faith in free enterprise Taylor was not altogether 
frank. Like Jefferson he did not countenance manufacturing or trading (the 
distributive and transportation industries), and his free enterprise was a system 
of agrarianism unencumbered by governmental restraints of either a positive or 
negative character. Taylor’s ideal economy was an agrarian state engaging the 
world in a completely free commerce: this is explicit in most of his tracts. His 
hostility to any other form of economic activity is not as obvious and must usually 
be inferred from his criticism of the Federalists and certain of the Republicans. 
He did, however, at one point make his persuasions explicit, when, in defending 
the first Jeffersonian administration, he cited the superior accomplishments of 
Gallatin—accomplishments which are naturally to be expected from one born 
in a country (Switzerland) that is ‘uncontaminated by the avaricious passions 
of trade,”’ where “‘the powers of the human mind sought the proud distinctions of 
science and refined art.’’* But if capitalism left to its own devices is distasteful, 
when encouraged by the government it is abhorrent. Taylor warned of the 
fate awaiting America, by drawing with typical eloquence the following parallel: 


In England the gallows groan, or ships are laden with convicts. In New York the 
penitentiary overflows with them. In both, the prisons abound with debtors. And in 
both, the proportion of paupers is about one person in eight. In England, fictitious 
capital, legal privileges, factories, and monopolies are abundant. At New York they are 
probably more abundant, than in any other part of the United States. 


Taylor was not frightened by the possibility of laisser faire eventually pro- 
ducing an industrial economy in the United States. He was confident that 
agriculture would retain its supremacy for at least two centuries (that is, until 
about the year 2000), providing of course that the government did nothing to 
alter the natural course of development. Such supremacy would be productive 
not only of economic progress but of liberty as well. For there is “an intimate 
alliance between agriculture and liberty”: the habits of the agriculturist are 
hardy and industrious, plain and regular, and they beget ‘‘a love of virtue and 
independence.” From an economic point of view agriculture is more conducive 
to welfare than trade because it utilizes the bountiful hand of nature and is less 
subject to the hazards and caprices of the market. Moreover, it promotes the 
greatest equality in the distribution of wealth.* 

The important exception to Taylor’s advocacy of economic freedom was his 
acceptance of slavery. Though not in sympathy with any social system that 
gave ethical approval to the institution of slavery, he nevertheless was not pre- 
pared to advocate its removal. Taylor’s position was well summarized when he 
stated: “Negro slavery is a misfortune to agriculture, incapable of removal, and 
only within the reach of palliation.’** He was hostile to pervasive plans for 


23 A Defence of the Measures of the Administration of Thomas Jefferson (Washington: 
Samuel H. Smith, 1804), p. 18. 

24 Tyranny Unmasked (Washington: Davis and Force, 1822), p. 140. 

2% A Defence of .... Jefferson, p. 73. 

26 Arator, p. 40, and Construction Construed and Constitution Vindicated (Richmond: 
Shepherd and Pollard, 1820), p. 257. . 








260 WILLIAM D. GRAMPP 


reform because they were either wholly impractical or productive of violence. 
He considered the Negroes too ignorant to be free; to offer them liberty, he 
thought, would provoke chaos and destruction and the ruin of white and black 
alike. He referred frequently to the experience of the French colony of St. 
Domingo where after the slaves were freed by the decree of the French revolu- 
tionary government the Negroes and whites were plunged into civil war.27_ The 
palliatives proposed by Taylor were the immediate removal of all free Negroes 
to homesteads in the Northwest territory, where slavery was forever outlawed, 
and the ultimate removal of all Negroes to Africa where they would be estab- 
lished with the assistance of the United States and Great Britain.** 

Later, Taylor was driven from this moderate position when the conflict between 
the economic policy of the agrarian South and that of the protectionist North 
became more acute. In 1821 he defended slavery without qualification, declar- 
ing that the slaves could hardly be considered ill-off when their lot was compared 
with the condition of the majority of the population of the North; indeed, they 
were not subject to the constant pillage of northern capitalism, to the ravages of 
speculation, and to the privations of depression and war. While the lot of the 
southern Negro is alleviated by the sympathy of the master and he may look 
forward to an old age of security, the northern worker may contemplate only the 
almshouse or the army.*® The striking parallel such language has to the stric- 
tures of Calhoun is one of the many reasons why Taylor has been called the 
prophet of secession. : 

Although Taylor, in common with his contemporaries, directed his attention 
to economic policy and devoted the major portion of his tracts to the application 
of doctrine, he was not oblivious to the theoretical foundations of economics and 
frequently developed arguments directly ffom value and distribution theory. 
If formal acknowledgement is any criterion, it can be said that Taylor was most 
influenced by Adam Smith;*° this, however, is not surprising nor does it dis- 
tinguish Taylor from others of his age, for The Wealth of Nations was an arsenal 
from which virtually every American of prominence drew, free trader and pro- 
tectionist alike.** Taylor’s earlier writings contain references to the Physiocrats 
and Sir James Stuart, as well as to Smith.” Because Taylor was devoted to 
agriculture and free trade, he has acquired the reputation of being a Physiocrat. 
Yet there is slight evidence for such a contention unless great importance is 
placed on such statements as: “Land is the unde derivature of all products for 
man’s use. It comprises the stock for trade and commerce. Its true interest 
is the interest of the whole social and natural life.’”** Even when taken out of 


27 Ibid., pp. 85-86 and passim. 
28 Ibid., pp. 42, 47. 
29 Taylor, A Letter on the Necessity of Defending the Rights and Interests of Agriculture, 
etc. (Petersburg: Intelligencer Press, 1821), pp. 3-5. . 
30 See particularly, An Inquiry, passim. 
31 See, e.g., the state papers of Hamilton, the letters of John Adams, Jefferson, and Madi- 
son, the tracts of Paine, and the protectionist pamphlets of Matthew Carey. 
32 An Argument Respecting .... the Carriage Taz, pp. 26, 30. 
33 A Definition of Parties, etc. (Philadelphia: Francis Bailey, 1794), p. 8. 
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the context of his life’s work, such a statement can hardly be considered satis- 
factory evidence. (Smith, himself, often adopted an agrarian idiom.*) When 
set against the value theory of the Physiocrats and when related to Taylor’s 
other statements bearing on the superiority of agriculture, this panegyric of the 
soil cannot be given any great theoretical significance. Taylor’s rent theory was 
quite at variance with that of the Physiocrats, for he considered that the rent of 
land was identical to the interest paid on loans. Both represent the productivity 
of capital, or the “value of its use.”> It was the the rent theory of the Physio- 
crats which was, of course, the distinctive feature of their doctrine. They would 
hardly have accepted such a formulation of Taylor’s as: “Labour is in fact the 
great fund for human subsistence—a surplus of this subsistence is wealth’*— 
unless, of course, they used the words land and labor interchangeably. Consis- 
tent with Classical premises, Taylor held that wages were “always regulated 
by the expense subsistence,’’*’ a notion that was important in his analysis of the 
tariff. 

It was in the tariff controversy that Taylor’s knowledge of economic doctrine 
was given its text and was put to best use. Though this is treated in detail 
below, it may be noted here that his observations on price mechanics** con- 
stituted the most refined aspect of the whole of his economic writings. Although 
they do not represent the sophistication shown in Peletiah Webster’s Essays 
on Free Trade, which were written during the Revolutionary War, they none- 
theless denote a shrewd insight into the effects of governmental action in altering 
relative prices to the advantage and disadvantage of different sectors of the 
economy. An examination of the theoretical aspects of Taylor’s writings may 
be appropriately concluded with his definition of economy, a definition that 
denotes an appreciation of the meaning of economics as a field of inquiry. Eco- 
nomic behavior, he declared, was simply rational behavior, and he exemplified 
the maxim by stating: “From the master down to the meanest utensil, the best 
capacity for fulfilling the contemplated ends, is invariably the best economy.’’® 


NX 


34 Adam Smith, An Inquiry into the Nature and Causes of the Wealth of Nations, ed. Edwin 
Cannan (New York: The Modern Library, 1937), pp. 146-47. 

35 An Inquiry, p. 256. Cf. Anne Robert Jacques Turgot, Reflections on the Formation and 
Distribution of Riches (New York: The Macmillan Co., 1898), pp. 7, 83, 95-97. 

The development of a theory of rent is one of the most interesting aspects of the early 
evolution of American economic theory. The Americans were far in advance of their 
European contemporaries in point of consonance with modern doctrine. Hamilton in his 
Report on Manufactures in 1791, rejected the rent theories of both Smith and the Physiocrats 
and submitted that the rent of land was the profit on the capital invested in agriculture. 
See, Industrial and Commercial Correspondence of Alexander Hamilton Anticipating his 
Report on Manufactures, ed. A. H. Cole (Chicago: A. W. Shaw, 1928), p. 250. 

86 A Definition of Parties, etc., p. 9. This may be compared with Smith: ‘‘The annual 
labour of every nation is the fund which originally supplies it with all the necessaries and 
conveniences of life which it annually consumes.” Op. cit., p. 57. It may also be com- 
pared with Turgot: The surplus production of land forms the “fund for the wages which 
all the other members of the society receive in exchange for their labour.’”’ Op. cit., pp. 7-8. 

87 Arator, p. 20. 

38 See, e.g., Arator, No. 5. 
39 Arator, No. 58. 
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The ‘‘contemplated ends” in Taylor’s doctrine—and in the doctrine which he 
attributed to the Founders of the United States and the majority of the American 
\people—were subsumed in the single term, liberty. But the policy of the 
Federal government was not, to him, the best means of fulfillmg the end. Hence, 
it was specious economy. In Taylor’s view, the appropriate economic policy 
was one which left to the individual the disposition of his talents and property 
(or, in the language of the Enlightenment, his liberty and his estates). To per- 
mit the government to exercise economic power is to create a system of privileged 
orders; it is to destroy the division of power between state and Federal govern- 
ment; and it is to give government “a power, so nearly approximated to des- 
potism, as to have become hateful in every nation not degraded to the lowest 
condition.’”*° Such despotism can have only one issue in the United States— 
secession: ‘‘If oppressed, states will combine—the grand divisions. of northern 
and southern will retaliate, as majorities or ministers fluctuate—and a retaliation 
between nations, invariably ends in a catastrophe.’”*! 

Those responsible for the iniquity that would eventually produce civil war 
were the Federalists, at least so Taylor stated explicitly; yet no great effort is 
required to read into his works a.condemnation as well of certain of the Re- 
publicans, notably Jefferson, Madison, and Gallatin. Taylor directed his fire 
against two main lines of economic policy, which were laid down originally by 
the Federalists but later became incorporated, in part, into Republican measures 
of administration. These were protection and fiscal policy. 

Taylor described nine evils of protection: protective duties are unconstitu- 
tional; they impose a tax on the many for the benefit of the few; they destroy 
revenue, ruin commerce, encourage smuggling, and destroy agriculture; they 
constitute a restrictive system, promote manufacturing which per se is immoral, 
and, finally, are unnecessary in view of the already protected state of American 
industry.“ Duties raise the price of manufactured products and reduce the 
volume of southern exports (by reducing the means of payment for them through 
diminishing imports), the net effect of each being to worsen the relative position 
of the South to the advantage of the protected areas of the North, and the net 
effect of the two taken together being, a fortiori, to the disadvantage of the 
South.“ In addition, protective duties reduce the real wages of all industrial 
workers by raising the price of the manufactured commodities they purchase. 
(He did not note that lower prices of farm products were to their advantage.) 
Not even the wages of workers in protected industries can be raised (in the long 
run), Taylor asserted, for their wages are ever regulated by the cost of subsis- 
tence and cannot rise above it.“ Any alteration in relative prices which is pro- 
duced by the intervention of the government is tantamount to a law “transferring 


40 Taylor, An Inquiry; A Series of Letters, p. 22; A Defence of .... Jefferson, p. 43. 
41 Taylor, An Argument Respecting .... the Carriage Taz (1795), p. 16. 

42 Tyranny Unmasked, pp. 132-94. 

48 Taylor, Tyranny Unmasked, pp. 179-80. 

44 Taylor, Arator, p. 20. 
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property,” and, as such, is in direct violation of the right of each individual to 
dispose of his property as he wishes.“ Such a violation of freedom is the work 
of ‘‘monied capitalists,” who see in protection a means of “strengthening the 
government against the people” and of creating an aristocracy, the iniquity of 
which, in 1814, was already writ large across the statutes of the Federal govern- 
ment. 

No compromise was possible on the issue of protection; Taylor would not 
accept anything but the complete restoration of free trade. This was demanded 
both by his sense of political virtue and of economic welfare. On this point, he 
disassociated himself from many Republicans as well as from the Federalists. 
He could not accept Gallatin’s approval of moderate duties, which would have 
the effect both of raising revenue and offering a modicum of protection,‘’ nor 
did he seek the way out offered by Jefferson’s ‘balanced national economy.” 
After 1805, Jefferson gradually came to accept the inevitability of manufactures 
in the United States, but he sought to mollify their effects by urging household 
fabrications on each farmstead; such a program, he said, would bring an “‘equi- 
librium” between agriculture and manufactures.‘* Without mentioning the 
author of the plan, Taylor rejected it with customary disdain, declaring that 
such manufactures could not possibly be as efficient and as productive of a high 
standard of living as those of Europe which America could easily obtain through 
a system of free trade. Nor could Taylor lend countenance to those who ac- 
cepted protection as necessary to national defense. The treasure gained by 
protection “‘is uniformly diverted from the end of defending, to that of trans- 
ferring property,” he declared.*® The methods of protection so weaken the 
nation that it becomes incapable of its own defense, and the people, being subject 
to constant pillage, lose their faith in the government and their willingness to 
defend it. 

If the foregoing elements of Taylor’s doctrine have not attracted much atten- 
tion, the devotion paid to his critique of the Federalist “paper system” has more 
than restored any quantitative deficiency. Yet all are inseparable parts of a 
whole. However great the interest shown in Taylor’s strictures against Feder- 
alist (and Republican) fiscal policy and banking, little critical care has been 
exhibited. 

The phrase, paper system, recurs in Taylor’s works and denotes an economic 


45 Tyranny Unmasked, p. 179. 

46 Arator, p. 20. Taylor’s indictment of protection cannot, however, rest with this, for 
he was not always of such a persuasion. Only ten years earlier he defended the import 
duties levied in the first administration of Jefferson, declaring that though they appear to 
operate “‘harshly’’ on the South yet their eventual effect is to promote ‘‘national pros- 
perity’’ by “the gradual cultivation of manufactures” and navigation. A Defenceof.... 
Jefferson, pp. 46-47. 

47 “Gallatin to J. R. Iugersoll,’’ The Writings of Albert Gallatin, ed. Henry Adams (Phila- 
delphia: J. B. Lippincott and Co., 1879), II, p. 629. However, although Taylor at no point 
explicitly advocated a revenue tariff, he did state that a reduction in duties would increase 
their yield. See Construction Construed, p. 335, and Tyranny Unmasked, p. 168. 

48 Jefferson, Writings, XVI, pp. 355-56. 

49 Tyranny Unmasked, p. 166. 
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policy that stimulates the transfer of titles or claims to wealth without increasing 
the real wealth upon which they are based. It is more than speculation, for it 
embraces the entire social system in its effects. He accused Hamilton of pur- 
suing a policy of granting favors and bestowing wealth upon certain individuals 
and groups by offering them economic advantages at the expense of the nation; 
in return he received their political support.°° The economic advantages secured 
by Hamilton’s privileged orders enabled them to exact income and wealth from 
the majority of the people who were not similarly favored. Like feudal barons, 
the privileged caste levied a tribute on the vassals of their state. Instead of 
receiving their “feudal” dues in kind, however, they received them in the form 
of money, or paper. Hence, the phrase, “paper feudalists.”” The paper system 
destroys the impartiality of government, which Taylor considered the sine qua 
non of sound public morals; it promotes factions and subverts the public welfare. 
The system feeds upon itself: the more special legislation that is passed to win 
the support of certain factions, the more they demand. A new class, “paper 
feudalists,” is created, and it exercises despotism over all others. 

Banking and charter (the granting of exclusive privileges) are two elements 
of the system. Taylor considered banking as one of the agencies designed to 
turn the national dividend away from agriculture, its proper objective, to the 
“paper feudalists.”*! Because banks were money creating institutions, they 
could influence the flow of income and alter its distribution. Moreover, because 
the banks were in the control of “‘monopolists’”’ the redistribution was inevitably 
in favor of the “‘paper feudalists.’”” The intimate relation between the first 
Bank of the United States and the Federal government enabled the bankers to 
insinuate themselves into national councils. That they should do so was in- 
evitable, by Taylor’s doctrine, for men will ever use their privileges to enhance 
their economic position. Banks, he contended, have two methods of wrenching 
tribute from the people.” In order to pay interest on their stock they must 
charge interest on their loans, which interest is passed on to the consumer by the 
borrowers. The consumer also suffers from the higher price level induced by 
the increase in bank notes. As much as Taylor was opposed to government 
borrowing, he was even more strongly opposed to the issue of bank securities. 
The government and the people obtained the use of money by the first method 
(though at an exorbitant cost), but from the second they obtained nothing. 

Although Taylor was rather naive in the matter of loans at interest, he demon- 
strated considerable insight into the effects of money creation by the banking 


5° Such a diatribe came with little grace from the pen of one who advocated that good 
and evil be duly mingled. See above, p. 4. 

51 An Inquiry, section V, passim. His political fears are well summarized in the follow- 
ing passage: 

“Tf it would be dangerous to republican government, for the President to make officers 
of monarchists, is it safe for legislatures to make monarchists of citizens by debt and bank 
stock, or by any species of monopoly: Republicans, turned into kings, bishops, lords or 
stockholders, are no longer republicans.”? Op. cit., p. 325. 

52 Ibid., pp. 296-97, 299. 

53 However, cf. above, ). 12, where Taylor is shown to have made the interest on loans 
based on the productivity of capital. 
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system. He stated, quite correctly, that a substantial issue of bank money 
would raise prices and alter the distribution of incomes just as surely as if the 
government taxed the consumer directly. To those who said that such evils 
befell only those states which had banks within their borders, Taylor replied that 
the circulation of bank notes extended across state borders and increased prices 
wherever they appeared in significant quantities. He submitted that the money 
supply of the nation were better under the control of the state governments. 

The second element of the paper system was charter, or the government’s 
granting of exclusive privileges to enterprise. He offered as the most pernicious 
example the first Bank of the United States, but it was not the only source of his 
fears. Once the general persuasion against monopoly® had been weakened 
by the bank grant, other incursions would be made. Taylor declared that it was 
grossly inconsistent of the government to refuse exclusive mercantile grants and 
yet to permit others. He was not indiscriminately opposed to all forms of 
monopoly grants, either by the Federal government or the states, but insisted 
that a “‘publick benefit’’ must first be shown. 

The third, and most important element of the paper system, is the funding 
program. When the government, in the first administration of Washington, 
redeemed the public debt at full value, it caused the speculators to grow rich 
at the expense of the original holders, Taylor declared. The accumulation of 
more debt, he continued, imposes a burden on the community that neither the 
present nor future generations can ever remove. The initial redemption created, 
according to Taylor, an orgy of gambles on the public credit, which was both 
immoral and economically unproductive. The prospect of similar measures 
created a speculative boom and made the speculators demand more and more 
such measures. This not only had no effect in augmenting the productive 
capital of the nation but actually diminished it by promoting speculation instead 
of production. The morals of speculators permeate the community, and paper 
(ostensibly speculative securities, or simply money) rather than goods becomes 
sought after. The great vice of the system is its confounding of natural with 
fictitious property. Instead of a strong, impartial body protecting the rights of 
property holders acting for legitimate gain, the government becomes the instru- 
ment of the speculators, encourages the avaricious, and creates a class of “feudal 
capitalists.” The tragedy is crowned by the blindness of those who are ex- 
ploited and made to suffer. Like Fisher Ames, a rather choleric Federalist,*” 


54 Taylor was not always clear on the ramifications of this point, however, and frequently 
did not distinguish between real and monetary price changes. 

55 This persuasion was exhibited in the constitutional convention when the states re- 
jected, by a vote of eight to three, a motion of Madison to give the Federal government a 
power “‘to grant charters of incorporation where the interest of the U. S. might require 
and the legislative provisions of individual states may be incompetent.” See, Madison’s 
Journal (September 14) in The Records of the Federal Convention in 1787, ed. Max Farrand 
(New Haven: Yale University Press, 1911), II, pp. 615-16. 

56 An Inquiry, pp. 303-11. Cf. Smith’s approval of exclusive rights to enterprises of 
great utility to the nation. Op. cit., p. 712. 

57 See his The Influence of Democracy on Liberty, Property, and the Happiness of Society, 
Considered. By an American, Formerly a Member of Congress (London: John W, Parker, 
1835). 
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Taylor sounds the tocsin, but it is for the agrarians (instead of the merchants 
and manufacturers) to unite and overthrow the paper system. He despairs of 
the apathy of the people who are being misused: from the North he expects no 
salvation, for it has become too corrupted with Federalist vice. It is the farmers 
of the South who must unite to break the shackles of fiscal bondage, to institute 
a policy of free trade, and to restore the government to the people. Whatever 
the economic validity or relevance of his critique, Taylor sought to give economic 
meaning to the repeated Republican charge that Hamilton’s fiscal policy was an 
engine of despotism. 

The force of Taylor’s argument is carried by the assumption that a high 
national debt is a burden on the living and an irremovable yoke on posterity. 
He maintained that the accumulation of debt beyond one million dollars annually 
would be impossible of redemption and would extend to perpetuity and he called 
upon Smith frequently to support his contention, finding in The Wealth of Nations 
much that was consonant with it. Smith was decidedly unsympathetic to a 
certain kind of funded debt then prevalent and predicted that it would eventually 
ruin the nations of Europe. This particular claim was upon a specific source of 
revenue, just sufficient to meet the interest on the principal. The government 
could redeem the debt at any time, by paying the principal, but experience had 
brought few such redemptions.** 

This was not, however, the nature of the American funded debt. Hamilton’s 
program called in all old claims and redeemed them either in cash, obtained from 
the sale of new certificates, or in new certificates. Shortly after Taylor’s Inquiry 
appeared, the government was rapidly paying off the principal and by 1835 had 
completely retired the debt, to the utter discomfiture of the Jeremiahs who had 
looked so darkly into the future. Had the American debt been of the nature of 
European funded debts and had the American political system been similar to 
that of Europe, Taylor’s remarks would at least have been relevent.*® That the 
debts were different nullifies the greater portion of Taylor’s elaborate critical 
analysis. This difference, which has long gone unobserved, seriously impairs 
many of the studies which have been made of his doctrine.® 

A second consideration of Taylor’s debt theory discloses why his criticism on 
this point, was of limited effect and his economic contribution negligible. He 
posits that any debt accumulating beyond a certain amount annually will 
impose an economic burden on future generations. Eliminating for the moment 
the political aspects of a large national debt, it can be said that a debt, once 
incurred, imposes no further real sacrifice on the economic system unless it 
causes some security holders to withdraw from production and to live on their 
claims or unless the payment of interest costs or repayment of the principal has 
important distributive effects. As is now widely realized, both the incurring 
and liquidation of the debt involve a transfer, which can of course have serious 
real consequences if the maturities are so spaced as to fall heavily at a particular 

58 Smith, op. cit., pp. 863 ff. 


59 Paine, too, made the same error. Cf. his Rights of Man. 
6° Beard, for example, takes no notice of this very important distinction. 
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time. The political, or one might say psychological, aspects of a large debt are 
of even greater consequence, but these pass by in Taylor with hardly more than 
an obiter dictum. Should perpetual accumulation lead to the impression that the 
debt would sorely harass the taxing powers of the government, given a certain 
political atmosphere the fear of repudiation would take hold, and the govern- 
ment’s securities would depreciate. If the notion became prevalent the depre- 
ciation would induce suspicions as to the value of the currency and lead to a 
general race from liquid instruments to goods. 

The positive program of John Taylor was less imposing than his prolix fault- 
finding with the programs of others. He stood for free trade, as a means both 
of depriving the state of dangerous power and of promoting the interests of 
agriculture. Like many of his contemporaries, especially among the Repub- 
licans, he was more vigorous in denial than affirmation. After subjecting the 
Federalist economic policy to exhaustive scrutiny, he turned to consider the 
rescue of agriculture from its melancholy state and placed an almost child-like 
faith in the power of the farmer to work national salvation. He declared 
(apropos Federalist finance): 


The only remedy in this case, as in others, is to elect into Congress a genuine agricul- 
tural interest, uncorrupted by a mixture with stock-jobbing, by a view of office, or by 
odious personal vices, and combined with good talents. 


IV 


The sum of Taylor’s influence on the development of economic thought and 
policy in the United States is not easy to assay. Easily the most doctrinaire 
among those who opposed Federalist policy, he was not without traces of the 
disingenuous in affirming his own position. His contributions to economic 
theory were not unsubstantial; yet what has been accepted as his greatest con- 
tribution—the critique of the paper system—is founded on the grossest fallacy. 
He carried his political precepts into the realm of economic policy and refused 
utterly to compromise with the Federalists on those measures which affected 
agriculture. Unlike most Republicans he never relented on such questions as 
the tariff, subsidies, and exclusive charters. In Taylor’s view such measures 
were the seeds of absolute corruption, for power per se was evil and if given 
impetus must culminate in despotism. As he saw the Federalists (and many _ 
Republicans) eagerly advance each new proposal for increasing the economic 
power of the Federal government, he turned on those among his allies who dis- 
missed the possibility of its abuse and warned, “If the prospect corrupts, will the 
possession cleanse?”’ 

In numerous tracts opposing the tariff Taylor disclosed a considerable knowl- 
edge of the mechanics of market pricing and its relation to the distribution of 
incomes. Though his analysis of banking was hardly as refined, it was quite 
pertinent in relating the interest on loans and the rent of land to the productivity 
of capital. These were two of Taylor’s contributions. A third was his con- 


61 Arator, p. 37. 
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ception of economic behavior as a rational process: as the efficient use of means 
to realize given ends. 

But in affirming his own position, Taylor was both less cogent and less candid. 

He espoused laisser faire as an economic policy most conducive to political 
freedom. Yet whether he would have accepted such a policy if he had believed 
it would lead to the industrialization of America is quite questionable. While 
ful'y cognizant of such a possibility, he dismissed it as most improbable and 
assured himself that the United States would remain an agricultural nation for 
at least two centuries. Had he thought otherwise, his policy might have been 
quite different, for agriculture was his devotion. Indeed, there is nothing in 
Taylor’s economic doctrine (with the possible exception of the anti-Physiocratic 
statements) that is inconsistent with a defense of the vested interests of the 
agrarians. Where the methods of laisser faire contradicted those of southern 
agriculture on the great issue of slavery, Taylor abandoned his economic liber- 
alism to support his fellow agrarians. He did not, of course, extend his moral 
approbation to slavery; he even urged its eventual removal; but his qualifications 
were not half as persuasive as his opposition to those who insisted on abolishing 
the institution. 

If Taylor was disingenuous on the question of agriculture he was guilty of a 
grievous error in his analysis of fiscal policy. His criticism of the financial 
methods of the Federalist administrations, and those which perpetuated them, 
was monumentally elaborate. Yet this imposing edifice rested on a gross mis- 
reading of The Wealth of Nations, whereby Taylor failed to distinguish between 
Smith’s use of the word, “funding,” and Hamilton’s different use of the same 
term. 

Throughout his writings, in both their true and mistaken strains, Taylor 
sought to give economic meaning to the criticism directed against the Federalists. 
If his insights were overshadowed by a preoccupation with the interests of 
southern agriculture—to the consequent detriment of his work—he is to be 
remembered best for the fears which he expressed, for the alarums he sounded 
against the fusion of political and economic power within a centralized govern- 
ment, for the warning he gave to those who thoughtlessly would bargain away 
their political ideals for momentary economic advantage. 




















SALES TAXES AND THE PROPENSITY TO CONSUME 


FRANCES QUANTIUS 
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There has been much discussion concerning the necessity for the attainment 
of full, or at least high, employment in the postwar period. In order to maintain 
this employment it has been emphasized that consumer demand, due to such 
factors as the increased efficiency of industry, must be kept at higher levels than 
we have experienced heretofore in the United States. According to a recent 
study made by the Twentieth Century Fund, the war has probably advanced 
American industry ten or fifteen years in one year in terms of new products and 
processes and in terms of improvements in the old.! 

The idea of government intervention in bringing about desired levels of con- 
sumption is not new. Before the war Keynes recommended that the govern- 
ment exercise a guiding influence upon the propensity to consume.? 

One of the methods now often suggested for bringing about this necessary in- 
creased consumption after the war has been the repeal of state sales taxes. 
Since they do not tax savings, sales taxes are a greater burden upon the classes 
that normally do most of the consuming. Repeal of the sales taxes should 
increase the purchases of these middle and lower income classes. 

It is not the purpose of this article to defend the sales tax. From the stand- 
point of equity, the sales tax is a very poor tax. The purpose of this article, 
however, is to consider the limitations inherent in the use of sales-tax manipula- 
tions in effectively controlling the level of consumption. Does the propensity 
to consume always increase when a sales tax is repealed? Conversely, does the 
propensity to consume always decrease when a sales tax is imposed? These 
questions will be considered with regard to four factors, namely, 1) the incidence 
of the sales tax, 2) the stage of the business cycle in the period of levy, 3) the 
rates and base of the sales tax levied, and 4) the use of the proceeds of the sales 
tax. 

The first thing to be noted is that the argument of those who advocate use 
of the sales tax as a tool in controlling consumption is based upon the assumption 
that the burden of the sales tax is borne by the mass of consumers, upon whom it 
would be a considerable load. For the most part this is probably the situation. 
To the extent that it does not represent the true situation, their argument does 
not hold. If the sales tax is borne by the producers, total consumption may be 
somewhat affected because producers are also consumers. Generally speaking, 
however, producers are not in the income classes of the majority of the con- 
sumers. Producers’ incomes are high enough so that their purchases are not 
likely to be significantly changed even if their profits are somewhat curtailed. 


1 Wartime Facts and Post-War Problems. Twentieth Century Fund, New York, 1943, 
p. 25. 

2 Keynes, J. M., The General Theory of Employment, Interest, and Money, New York, 
1936, p. 378. 
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If the sales tax is not shifted to the consumers, in all likelihood its repeal will not 
affect the consumers’ incomes, and thus will not affect their patterns of con- 
sumption. In passing, some circumstances may be worth noting under which 
the sales tax is not shifted to the consumer. 

A sales tax may be a single stage tax or a multiple stage tax, affecting the 
manufacturer, wholesaler, and retailer. The University of Mississippi con- 
ducted a sales-tax survey* in which manufacturers, wholesalers, and retailers 
were asked whether or not they shifted their sales taxes. Slightly over one-half 
* of the seven hundred forty retailers thought that they were shifting the tax 
entirely to the consumer; about one-fifth of them thought that they shifted the 
tax partly; approximately one-fifth of them thought that they had absorbed the 
tax entirely. The tax on the wholesalers and manufacturers was very small— 
only a fraction of one per cent. Most of them believed that they absorbed the 
tax themselves. If this study is at all representative, it can be said that a large 
sales tax is more apt to be passed on to the consumer than is a small sales tax, 
and that even the larger tax is not always passed on to the consumer. 

Furthermore, some merchants do not favor sales taxation because their busi- 
ness conditions are such that they cannot shift the taxes to the consumer. Tax 
shifting involves price changes that are difficult to make in the case of some 
sensitive articles or in the case of keen competition and conditions of elastic 
de:nand. Merchants located on the state border line cannot shift a state retail 
sales tax in their competition with untaxed sales made by merchants in the 
neighboring state. Even when a sales tax is shifted to the consumer, recent 
writers in the taxation field have pointed out that it is a mistake to assume that 
the burden. remains upon the consumer in all cases. Organized labor, for ex- 
ample, may shift sales taxes by demanding higher wages. 

Assuming, however, that the burden of the sales tax is upon the consumer, 
how does the imposition of the sales tax affect the propensity to consume? If 
there is a change in the propensity to consume, how much of the change can be 
attributed to the repercussion of the sales tax manipulations? That two things 
occur together does not mean that they are cause and effect. As the Gestaltists 
among economists have pointed out, the effects of a single tax cannot be isolated 
from other happenings in the general economic picture, particularly when people 
anticipate the levying or repeal of the tax and act prematurely. 

In the last decade there has been some empirical evidence as to the relationship 
of the propensity to consume to sales tax manipulations. It may be well to 
pause to define the concept of the propensity to consume before trying to show 
how it is affected by tax policies. 

The phrase “the propensity to consume” is used to express the ratio of con- 
sumption expenditure to income—the functional relation between the two 
variables, income and consumption. This actual relationship represents the 
manner in which a person or a group acts. When statistical data are available, 
this ratio can be computed for individuals, for income groups, for communities 


8 ““Mississippi’s General Sales Tax,’’ Bulletin of the University of Mississippi, Series 
XXX, No. 3, Jan. 1933, p. 14. 
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and for nations (although this method has limitations). While this ratio is 
normally less than unity (i.e. less than 100 per cent or 1.00), it is not necessarily 


C f : 
so. The ratio can be expressed as |, where C is consumption expenditure and Y 


is money income received for the production of goods and the rendering of serv- 
ices, including money received as a result of the ownership of capital assets. 
Such income is a function of wages and hours, salaries, rent, interest and profit 
generated by a given level of employment. In general, Y is income received 
as the result of a flow rather than as a result of conversion. 

Whenever individuals spend upon consumption an amount greater than this 
income, their propensities to consume are greater than unity. It is possible for 
them to spend more than 100 per cent of income, thus defined, for consumption 
purposes, if they borrow, dishoard, or sell capital assets and convert the pro- 
ceeds into consumption goods. 

Likewise, the collective propensity to consume for the nation as a whole may 
be greater than unity. This occurs when there is aggregate dissaving, or dis- 
investment. Since consumption can be satisfied partly by disinvestment, the 
amount spent upon consumption by society as a whole can be greater than the 
amount of current income. This would be the situation in an extremely severe 
depression; however, in more normal depressions there would still take place a 
considerable amount of net investment. 

Another aspect of the same general idea is the marginal propensity to consume 
which is the ratio of consumption expenditure, associated with an increment of 
income, to that increment of income. The marginal propensity to consume 
can be greater than unity also, as income recipients sometimes increase their 
consumption by an amount which exceeds the rise in their incomes. Whether 
or not individuals choose to do so depends largely upon their temperaments. 
It is everyday experience and it has been shown by investigations of installment 
buying that an individual who receives an increase in current income often in- 
creases his expenditure by an amount still greater than his increase in income. 
Therefore, it seems reasonable to conclude that while the increment of income 
is the causal factor in bringing about greater consumption expenditure, the 
additional consumption, instead of arising from the increment of income, is 
associated with it. 

From these definitions it can be seen that income is equally important with 
consumption in determining the propensity to consume—equally important 
in the sense that two figures are necessary to state a ratio. In the light of the 
above statements the repeal of state sales taxes, in so far as it would result in an 
increment in income to consumers, might bring about consumer purchases that 
were even greater than the increments in income. In other words, the marginal 
propensity to consume might be greater than unity as a result of the repeal of the 
sales tax. 

To return to the empirical evidence on the relationship of the propensity to 
consume to sales-tax manipulations, which was mentioned above, a Canadian 
illustration is apropos. In June and December 1940, Canada imposed excise 
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taxes on a number of commodities. During the first two months of 1941, general 
retail expenditures were more than 10 per cent in advance of the same period a 
year before and more than 25 per cent in advance of the first two months of 1939. 
Only in the field of sales of new automobiles did the heavy excise taxes appear 
to have been somewhat effective. The reason that the propensity to consume 
in this instance did not decline was that this period was characterized by in- 
creasing income due to war production. To take another illustration of the 
same type of thing, Ferger has shown that the processing taxes levied under the 
Agricultural Adjustment Act and shifted to the consumers of farm products 
by the processors were not borne by anyone because at the time that they were 
imposed consumers were getting higher incomes due to improvement in the level 
of business activity. At the time of the imposition of the processing taxes, the 
propensity to consume rose.‘ To generalize from these illustrations, if the period 
of levy of a sales tax is characterized by rising income and the recovery and pros- 
perity stages of the business cycle, the propensity to consume may increase 
regardless of the imposition of the tax. It is true, however, that the propensity 
to consume might have advanced more rapidly if there had been no sales tax. 
The tax may act as a drag on consumer expenditures, although it does not stop 
the advance of business. 

Conversely, in the recession and depression phases of the cycle when income 
is falling, the repeal of a sales tax will not necessarily stimulate consumption nor 
stop the propensity to consume from falling. Some people are unemployed, and 
many who are employed are uncertain of future employment. They will there- 
fore be cautious in making purchases, particularly purchases of durable goods, 
such as electric refrigerators, washing machines, ironers, etc. 

This introduces the third important consideration in the effectiveness of con- 
trolling the propensity to consume through sales-tax policies. The sales tax 
rates and the sales tax base have a great deal to do with the successful manipu- 
lation of the tax. Demand is more elastic for some products than it is for others. 
A certain amount of food is necessary and will probably be purchased even in a 
depression period regardless of the imposition of a sales tax. Thus to the extent 
that the prime necessities of life are included in the sales-tax base, we may expect 
less satisfactory results upon the propensity to consume when imposing or re- 
pealing sales taxes. Demand is inelastic. The result is the same in the case of 
frequently repetitive purchases, such as the evening newspaper, cigarettes, etc. 
On the other hand, if a large part of the sales-tax base consists of luxury items, 
sales-tax rates would have to be very high to discourage consumption of these 
items on the part of the wealthy. The ordinary sales tax is no deterrent to pur- 
chasers in the higher income brackets who often can satisfy their wants and still 
save 50 per cent or more of their incomes. In response to the average sales tax 
the upper income groups would probably increase their money outlay by 2 or 3 
per cent and maintain their physical volume of consumption. There is less 
difficulty in discouraging consumption of these luxury items on the part of the 


‘Ferger, W. F., ‘‘Who Paid the Processing Taxes—the First Time,’’ The Southern Eco- 
nomic Journal, Jan. 1937, p. 255 ff. 
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middle and lower income groups. There are many items, however, that are 
neither necessities nor luxuries to large numbers of people. The consumption 
of these items weuld be amenable to fiscal control through taxation policies. 

The fourth factor influencing the success of the sales tax as a tool for con- 
trolling consumption is the use made of sales tax revenues.5 If sales-tax proceeds 
were used to service the public debt, the propensity to consume would probably 
decrease because interest payments generally transfer income from the poorer 
to the richer elements of the population. When this happens, deflationary 
consequences may be expected. On the other hand, if the proceeds of the sales 
tax went to persons on relief or were used for old age assistance, business activity 
would be stimulated because the funds would go to persons with high marginal 
propensities to consume. The aggregate propensity to consume would thus be 
increased. This latter use of the sales tax revenues does not accentuate a de- 
pression but is conducive to higher incomes for the country as a whole. 

In summary we have seen that the imposition of a sales tax will not curtail 
consumption if the burden of the tax is not on individuals in their capacities as 
consumers, if the period of levy is characterized by rising income, if the tax rates 
and tax base are not judiciously selected, and if the proceeds of the sales tax are 
used in such a way as to place more money in the hands of the lower income 
groups. The imposition of a sales tax may, however, act as a drag on con- 
sumption expenditures, keeping them lower than they otherwise would be. 
Similarly, the repeal of a sales tax will not guarantee an increase in the propensity 
to consume although it may be argued that consumption may not fall as much 
as it would were the sales tax not repealed. 


5 For this idea I am indebted to Prof. Walter A. Morton of the Department of Economics 
of the University of Wisconsin. 
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Asia’s Lands and Peoples. By George B. Cressey. New York: McGraw-Hill 

Book Company, Inc., 1944. Pp. 548. $4.50. 

This book, whose sub-title states that it is “a geography of one-third earth 
and two-thirds its people,’’ cannot be construed as mere geography in the strict 
sense, for it presents a vivid picture of the economic, political and cultural life 
of these nations and peoples. As a text, the economic theorist may find little 
of value in it, but from the point of view of the economist and others interested 
in facts and figures concerning the basic economic structure of society, the book 
makes a definite contribution. I do not wish to imply that the basic economic 
relationships are always shown as such, but it requires little economic imagination 
for the reader to build on the material presented. 

We are first introduced by the author into Asia by way of Hawaii. America, 
as the major Pacific power, has an interest in Asia primarily as a problem of 
“geostrategy’’ which is the dynamic aspect of applied international geography. 
Because of air power, the author feels that the Haushofer, Mackinder concept 
of international dominance of the “heartland” is invalid. Geostrategy, on the 
other hand, is an understanding of a nation’s problems and potential, or applied 
geography. “Geostrategy” implies an active participation in the world society 
and, for this reason, coastal regions will continue to be of greatest importance. 
As a matter of national safety, the author considers the Dutch Harbor, Pearl 
Harbor defense line reasonably adequate. 

In order to understand the problems and potential of each Asiatic nation 
we are then “taken” to China, Japan, Soviet Union, Southwestern Asia, India 
and Southeastern Asia. For each country and section we are given the geological 
structure, climate, natural vegetation, soil, mineral resources, people, politics, 
industry and communications. While the portions on geological structure may 
require advanced knowledge of geology, omission of these parts by the economist 
will not greatly impair his comprehension of the more economic aspects. 

Among the interesting facts, we learn that China has about reached the end 
of possible land expansion for agricultural purposes, that it is rich in coal, an- 
timony and tungsten but that tin and iron ore are available only in limited 
amounts. China’s greatest assets are coal, manpower and location. 

Japan contains a wide variety of resources but they are inadequate for current 
industrial needs. Japan’s conquests in World War II attempted to bring under 
her control the resources which she lacked. Basically she is making a drive for 
economic domination and development of the Asiatic area under Japanese con- 
trol. A study of Asia’s Lands and Peoples will give one a clearer picture of the 
economic struggle in the east. 
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Over one-fourth of the book is devoted to the Soviet Union. As is true with 
each major country, the U.S.S.R. is approached from the standpoint of environ- 
mental factors, mineral resources, economic development and by regions. The 
bringing together of iron and coal and the location of strategic resources are 
shown on separate maps for the Ukraine, the Ural regions and the entire Soviet 
Union. From a regional point of view, the agricultural production and impor- 
tance of the Ukraine are clearly covered as are the increasing agricultural activi- 
ties of the Siberian and southern realms of the Soviet Union. The economic 
position of Moscow, Leningrad as well as the newer Soviet cities are given 
through a description of their economic activities and strategic position in 
relationship to the regional and the entire economy. The entire Soviet economy 
is well handled by the author with little evidence of bias. 

India is the fourth major region treated by the author where again the regional 
approach is utilized. From an economic point of view the author concludes 
that India is predominantly agricultural, her principal export being cotton 
followed by jute and burlap, tea, peanuts and other oil seeds, etc. Of particular 
interest to America should be the fact that raw cotton exports doubled from 
1932-1937. From an industrial viewpoint, India is retarded, with relatively lit- 
tle prospect of becoming a major producer because she lacks adequate domestic 
resources. Present heavy industry is centered in the Calcutta region and should 
expand as domestic needs increase. 

In addition to the four major Asiatic countries, the author also treats all other 
countries from a regional point of view, including Java, the Philippines and other 
insular areas of the Asiatic region. A review can by no means do adequate 
justice to the scope and content of the book. In this brief review, I have stressed 
the economic angle, particularly from a resource point of view. The author, how- 
ever, has devoted equal attention to the political, social and cultural forces influ- 
encing these peoples and countries. The book is well supplemented by maps, 
pictures and bibliography. 

It is truly unfortunate that as a text this book will come to the attention of 
only a few advanced students. While the highly specialized and advanced 
scholar may find little added to his knowledge on some specific topic of Asiatic 
geography, the rank and file American has much to gain from the author’s 
intimate presentation of Asia’s Lands and Peoples. 

DePauw University JoHN T. Masten 


Brazil on the March. By Morris Llewellyn Cooke. New York: Whittlesey 

House, McGraw-Hill Book Company, 1944. Pp. xiv, 303. $3.00. 

During the summer of 1942 an American Technical Mission was organized 
and sent to Brazil to counsel with Brazilian technicians concerning the steps to 
be taken (a) to soften the impact on Brazil of the loss of imports and (b) to stimu- 
late production and export to the United States of raw materials. This book, 
written in a popular style by the chairman of the mission, is a resumé of an 
extensive report whose use is confidential. 

The author begins with a description of the natural terrain, then turns to the 
topics of labor, natural resources, transportation, agriculture, and industry. 
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The chapters on minerals, fuels and transportation are especially good in their 
completeness. Throughout the book are found numerous and sound suggestions 
for the solution of specific problems. 

In any program to expand the output of farm and forest, mine and factory, 
three basic problems face Brazil: the labor, transportation, and fuel problems. 
Brazil has a chronic labor shortage. With an area greater than continental 
United States, Brazil has only one-third the population, a large proportion of 
whom are inefficient because of malnutrition, disease, and lack of technical 
knowledge. To remedy this situation, long-range health and education programs 
have been inaugurated. 

Brazil’s transportation system is entirely inadequate. Her twenty-two thou- 
sand miles of railways cannot be connected into a system because five gauges of 
track are used. In addition, lack of uniform practice in locating airbrakes and 
other facilities on rolling stock prevents cars from operating over the few railway 
lines that are connected. Brazil’s tremendous ‘space handicap” probably 
means that the only solution to the transportation problem is the greatly ex- 
panded use of air transport: perhaps the use of towed transport gliders. 

With her imports of coal and petroleum products greatly reduced, Brazil is 
short on fuels with the exception of wood, which furnishes about 70 per cent of 
the total supply of energy for the country. The expansion of transportation 
and industrial facilities is definitely limited until the fuel situation is improved. 
The fuel problem is not impossible of solution, however; domestically produced 
coal could be made more available by a few relatively simple changes in the 
method of handling and transporting; for example, the elevation of some tracks 
so that use can be made of gravity in unloading. Coking coal is almost entirely 
lacking, but the use of charcoal briquettes in place of coke in blast furnaces is a 
possibility. 

Water power is one of Brazil’s greatest potential energy sources, but its wide- 
spread use is limited by the presence of 50- and 60-cycle alternating current plus 
some direct current generating units which prevents the interconnection of the 
various power systems. Although the problems facing Brazil in her program of 
industrialization are tremendous, the eager spirit of her people seems to fore- 
shadow success. Brazil today might be compared to a giant aroused from his 
sleep who is on one knee preparatory to rising and standing on his feet. 

The final chapter is ‘Etiquette for American Investors,’ which should have 
been written years ago. This book is authoritative and detailed, but very read- 
able. It succeeds in giving a complete picture of the economy of Brazil; and, 
although written particularly for American businessmen, is recommended to 
everyone interested in knowing about the resources of Brazil. 

University of North Carolina Haroitp Emerson Kuiontz 


Budgeting: An Instrument of Planning and Management. By Catheryn Seckler- 
Hudson. 
Unit I. The Evolution of the Budgetary Concept in the Federal Govern- 
ment. Pp. 230. $1.75. 
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Unit II. Federal Budgeting and the National Fiscal Policy. Pp.209. $1.75. 

Unit III. Wartime Budgeting, Including Federal-State-Local Fiscal Rela- 

tions. Pp. 94. $1.00. 
Unit V. Formulation of the Federal Budget and the Appropriation of Funds. 
Pp. 154. $1.50. 

Unit VI. Execution of the Federal Budget and Fiscal Accountability. Pp. 
204. $1.75. 

Units IV and VII, not yet issued. Washington: School of Social Sciences 
and Public Affairs, The American University, 1944. 

In this collection of mimeographed materials, which when completed will 
contain a total of seven parts, most of Unit I is made up of a history of budgeting 
in the government of the United States with emphasis on the underlying phi- 
losophy. This history is so written that the general management function of the 
Bureau of the Budget as originally conceived is stressed. There is appended (a) 
a collection of the documents most fundamental to the study of the Federal 
budget and (b) a fairly extensive annotated bibliography on budgetary theory 
and central government practice. Unit II by selection and arrangement of 
materials effectively presents a picture of wartime financial policy. Its success 
in showing the tie-in with the budgetary process, though significant, is less 
complete. Unit III extends consideration to the larger aspects of governmental 
planning and places distinct emphasis on the intergovernmental relationships. 
It is of interest that there is little consideration of wartime revenue and debt 
policy or practice. Unit IV, not yet issued, will deal, according to announce- 
ment, with the relationship of budgeting to planning and management. Unit V 
also ignores the revenue and debt planning function incident to the formulation 
of the budget. Presumably, this failure to analyze the budget as a unified 
financial plan results from (a) the emphasis on the administrative control func- 
tion of the Bureau, and (b) the fact that in practice the Bureau of the Budget 
largely abdicates its revenue and debt-policy functions to the Treasury. The 
careful selection of documents for Unit VI is sufficient to disclose convincingly 
that the comparatively weak legislative provisions for managemert have been 
much more fully utilized in recent years than formerly, and that the pathetically 
inadequate and inappropriate machinery for assuring accountability is in prac- 
tice a failure with vicious by-products. Unit VII, to be added, will treat of 
government corporations and the budgetary process. 

The collection of materials is useful for anybody who desires to maintain con- 
tact with the literature of governmental management and invaluable for the 
student of financial administration. The materials are well selected and com- 
petently edited. They are doubly useful because heretofore many of them have 
been almost inaccessible. The hitherto unavailable readings include addresses 
and memoranda prepared by the staff of the United States Bureau of the Budget 
and also other papers which have not been widely circulated. The editor has 
not, however, hesitated to transcribe or abstract papers from standard journals. 

Bureau of Business Research James W. Martin 
University of Kentucky 
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Comparative Operating Experience of Consumer Instalment Financing Agencies 
and Commercial Banks, 1929-41. By Ernst A. Dauer. Studies in Consumer 
Instalment Financing, No. 10. New York: National Bureau of Economic 
Research, 1944. Pp. xviii, 221. $3.00. 

This is the tenth in the series of Studies in Consumer Instalment Financing pre- 
pared by specialists working with the National Bureau of Economic Research in 
connection with the Bureau’s Financial Research Program. This series of studies 
was inaugurated by the National Bureau in 1938 under grants from the Asso- 
ciation of Reserve City Bankers and the Rockefeller Foundation. Seven vol- 
umes in the series were published in 1940. Five of these were analyses of specific 
types of institutions providing consumer credit, personal finance companies, 
sales finance companies, industrial banking companies, commercial banks 
(their consumer credit function), and government agencies (the F.H.A. and the 
E.H.¥.A.). The remaining two studies appearing in 1940 were primarily sta- 
tistical, relating in the one case to the total volume of consumer instalment 
credit in the years 1929 to 1938 and in the other to changes in consumer debt of a 
selected group of families from 1935 to 1936. Two additional statistical studies 
followed, one, in 1941, analyzing the risk elements in consumer instalment 
financing and the other, in 1942, attempting to discover relationships between 
consumer credit and cyclical fluctuations in business. 

The study under review should be grouped with the first five in the series, 
since it is concerned with the institutions of consumer credit. There is to 
follow an eleventh volume entitled “The Business of Consumer Instalment 
Financing” which will summarize the findings of the series of studies as a whole. 

The objectives of Mr. Dauer’s book are to analyze comparatively the financial 
characteristics of consumer credit agencies, to contrast the operating charac- 
teristics of these agencies, especially of commercial banks with other types, and 
to disclose the operating experience of the agencies during a recent period. 
Data from a number of sources were used, including the Treasury-W.P.A. Income 
Tax Study, the National Credit Office, Inc., the Federal Deposit Insurance 
Corporation and the Farm Credit Administration. A careful and successful 
attempt has been made to check the comparability of the data and to set forth 
the limitations of the results where such comparability can not be assured. 

The major portion of the book is divided into an analysis of composite balance- 
sheet items for agencies of different types and a similar study of income state- 
ment items. Chapter 2 considers the sources of funds for the financing of the 
agencies and Chapter 3 describes the uses to which these funds have been put. 
Chapters on operating experience follow the pattern of the income statement in 
considering sources and rates of income, cost of loan operations, profitability of 
operations, cost of borrowed funds, and net profits and dividends paid. The 
reader scanning the table of contents is likely to find himself drawn first to 
Chapter 8 with its presentation of net profit figures. While the specialized 
consumer credit agencies, the commercial banks, and all corporations followed 
in general the same cyclical pattern during the years 1929 to 1941, the rates of 
net profit on net worth for the specialized agencies remained consistently above 
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the rates for commercial banks and for all corporations. For example, selected 
national sales finance companies had a rate of net profit of 15.9 per cent in 1929 
compared with 7.8 per cent for “all national banks.” In 1932 the figures were 
5.8 per cent and —5.0 per cent. By 1941 the rates had increased to 14.1 per 
cent and 7.5 per cent. In eight of the thirteen years, the rates of net profit for 
personal finance companies were higher than for sales finance companies. 

One can not escape the conclusion that the business done by the specialized 
consumer credit agencies has been extremely profitable. For what reasons? 
Is it a result of the great growth in the volume of consumer credit during the 
period and the reluctance of the older credit agencies to enter the field until the 
business had become well developed? To what extent have limitations upon 
freedom of entry into the business and other factors of imperfect competition 
kept net profit rates at high levels? To what extent has a good merchandising 
job in the sale of the services of the specialized agencies been a factor? Dauer’s 
book does not tell us, but this is not a criticism of the book, since it was intended 
to be only factual and not a critical appraisal of the consumer credit institutions 
or of the effects of consumer credit upon society. 

University of Kentucky MarsHatu D. Kercoum 


The Cotton Mill Worker. By Herbert J. Lahne. Volume IV of Labor in Twen- 
tieth Century America Series. New York: Farrar and Rinehart, Inc., 1944. 
Pp. xiii + 303. Bibliographical note and appendix. $3.00. 

In this volume Dr. Lahne has performed two real services. First, he has 
summarized the complex background of the cotton mill worker and his industry. 
Second, he has brought up to date the story of the union movement in the 
industry. 

The literature on this subject has accumulated for a long time and often at a 
rapid rate; it has become so voluminous thatthe interested layman is over- 
whelmed and even the serious student is sometimes discouraged. It is usually 
so highly colored—pro and con—that on scores of different topics a reasonably 
true conclusion can be arrived at only by sifting, and in some cases going out 
and collecting, enormous masses of evidence. In the first two-thirds of the 
book the author has done just this, and, weighing them well, has produced an 
admirably fair and balanced discussion of the development of the cotton textile 
mill village in New England and the South, interregional competition and other 
economic problems which react on the worker, women and children, hours, work 
load and earnings in the mills. He might have been justified in giving a little 
more space to the New England village because its early pattern considerably 
influenced the Southern village and because the housing of a part of the workers 
persisted till the 1930’s in small New England textile communities. He might 
have gone a little more into the structure of the industry since its internal con- 
fusion of economic policy and business practice is one reason why it has to pay 
low wages even if that means moving to a new area, and has to scramble for 
every new cost-saving method even if that brings on strikes. 

The remaining third of the volume has perhaps an even more difficult task— 
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tracing the complicated history of efforts at organization in both North and 
South, among foreigners and among ex-rural 100 per cent American Southerners 
by different and all too often conflicting unions, a process which was speeded up 
by the eager seizing of the opportunities offered by recent Federal laws. The 
author is perhaps not as successful in achieving clarity here as in the first part 
of the book. We are still so close to much of this part of the story that it is not 
yet possible to judge what is important. Until time and future developments 
help in this selective process it is valuable to have the story in at least as much 
detail as this book gives. Especially is this true of the violent activities of the 
early 1930’s and the rise of the C.1.0. 

Throughout the book Dr. Lahne’s sympathy is with the worker, distinctly so 
in the latter part. But this underlying viewpoint does not prevent him from 
understanding some of the factors that have been roundly condemned by 
many persons writing from the workers’ point of view. For example, he gives 
a fair and clear explanation of the complex reasons for the village and its varied 
activities instead of denouncing it, or at least most of its works, as having been 
created deliberately as an instrument of control. He shows, briefly because 
this is a book on the workers, but clearly, that the economic situation of the 
industry or of individual mills is the basis for some of the undesirable features 
from the workers’ point of view. If some of the uncomplimentary implications 
about employers offend them and their friends, they would do well to ponder 
and see if there is not a deal of truth in these statements. Meanwhile they can 
get comfort from the fact that he shows just as clearly the weaknesses of the 
unions—feebleness and intermittentness of purpose, rivalry, shortsightedness 
and poor leadership—along with an appreciation of their almost insuperable 
task. 

The Cotton Mili Worker is really a group of essays rather than a continuous 
story. That is at once its strength and its weakness. The reader who takes it 
at a gulp finds it jumping from North to South, from early to late conditions 
and back again, as it follows one after another set of factors. A certain amount 
of repetition necessarily creeps in. But this organization of the material does 
permit such subjects as the development of the village, wages, immigrant vs. 
native white, the working family, etc. to be followed through the changes wrought 
by time and location. Thus each main t»pic is presented more forcibly and 
clearly than if a more strictly chronological order had been adhered to. This 
arrangement is excellent for most ordinary readers, for parallel reading for 
students in economic history, regional study, labor problems, the community, 
for union study, and workers’ education groups. 

University of North Carolina Harriet L. HERRING 


Economics and Problems of Labor. By Philip Taft. Harrisburg, Pa.: Stackpole 
Sons, 1942. Pp. xx, 994. $4.00. 
This volume of almost a thousand pages has many excellent uses, but its value 
as a text book in labor economics is limited. It represents an impressive exercise 
in scholarship; the footnote references indicate that Professor Taft has read 
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virtually everything that throws light on the changing status of labor and the 
labor movement in the United States. The encyclopaedic nature of the book, 
however, helps to impair its value as a text. A more fundamental defect, which 
this book shares with most of the other volumes in the field, grows out of its 
failure adequately to integrate labor economics with the general theory of eco- 
nomic development. 

Labor economics is differentiated from general economics by its emphasis 
upon the problems of workers as a class in capitalist society. These problems 
cannot be approached very fruitfully, however, without the tools of more general 
economic analysis. Two of the central problems of labor economics clearly 
revolve about the levels of living of workers and their continuity of employment. 
The treatment of these topics in the present volume is almost wholly descriptive. 
It is no doubt essential to describe, for example, the provisions of existing mini- 
mum wage laws; it is equally important to provice, through a general analysis 
of wage determination in the present economy, methods of approach to such 
problems as the extent to which, and the-situations under which, this type of 
social legislation can most effectively be used to promote the welfare of workers. 
It is this approach that is lacking in the present volume. 

Professor Taft is at his best in dealing with the history, structure, functions, 
and tactics of trade unionism. These chapters are very good indeed, and reflect 
much more than academic familiarity with the labor movement. The clarity 
and coherence of these portions of the volume stem in part from the fact that 
Professor Taft writes within the framework of a theory of labor organization 
and of the ideology of the labor movement. His indebtedness in this respect to 
Professor Selig Perlmen is generously acknowledged in the Preface. In the re- 
viewer’s opinion, Professor Perlman’s thesis (as embodied in A Theory of the 
Labor Movement) has serious limitations and deficiencies, but it does provide a 
methodological device of considerable value. 

As a text, the present volume suffers from Professor Taft’s reluctance to omit 
discussion of any topic bearing upon labor problems, and from a lack of dis- 
crimination at many places in the use of detail. There is serious question, on 
this latter point, of the pedagogic value of the reproduction in three closely 
printed pages of a chart showing the procedural provisions of workmen’s com- 
pensation laws in 47 states as of January 1, 1942. The one-paragraph descrip- 
tions of various wage incentive systems, or the account, almost equally brief, 
of a number of outmoded wage theories, do little to clarify the discussion of wage 
and income problems. 

The omnibus nature of the book—the table of contents is 11 pages in length 
—may not be regarded as a defect by some teachers of the subject. There is a 
case to be made for the extensive cultivation of a study with as many ramifi- 
cations as labor economics. Unless used skilfully, however, this type of text 
may serve to confuse rather than clarify issues for the student. In any event, 
this book plainly is important enough to warrant examination by teachers of 
labor economics. As a book of reference, the volume is first-rate; it may serve 
well as a text in discriminating hands. 


National War Labor Board H. M. Dovuty 
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The Economics of Life Insurance. ByS.S. Huebner. New York: D. Appleton- 

Century Co. Pp. xix, 272. 

This is a revision of the author’s book by the same title, published in 1927. 
Some new chapters have been added and others have been enlarged and rewritten. 
The thesis, the close parallelism between property values and life values, is, of 
course, still the leit motif. Just as property values are arrived at by capitalizing 
all net incomes expected from the property in question, so may we determine a 
life value. Just as the income from property may suffer temporary suspension 
as the result of a fire or other hazard, so may a life income be temporarily sus- 
pended by accident or disease. Just as the income from property gradually 
declines because of obsolescence or depreciation, so life incomes may gradually 
decline because of approaching old age. Just as the income from property may 
entirely disappear because of extended depreciation, obsolescence, or a total fire 
loss, so a life income may be totally terminated by accident, disease, obsolescence, 
or death. And—this is the gist of the whole matter—just as the recipients of the 
incomes from property may be fully indemnified by property insurance, so may 
the recipients of the life incomes be indemnified by life insurance. 

According to the publishers, the book is specifically designed as a text book. 
As such, it will prove very helpful. It will also prove very suggestive to studious 
insurance agents. To the layman, it will be less helpful. He will no doubt be 
impressed by the author’s unbounded enthusiasm for life insurance as a solution 
for many problems which confront him. He may doubt the practicability of 
such an extensive use of life insurance as is advocated. 

One may question the author’s method of arriving at the national life values of, 
say, 1940 (p. 22). In arriving at the values of any piece of property, we capi- 
talize the expected incomes for a terminable period. But Prof. Huebner, in 
arriving at the life values for 1940, capitalizes the life incomes as if they were 
perpetual. The conclusion, that life values in 1940 in the United States were 
greater than property values, is no doubt justifiable were we to take into con- 
sideration the life expectancy of those living in 1940 and receiving incomes. 

One might also raise a question as to the justification of placing a value on 
one’s skill and covering this and the cost of one’s education by insurance and 
also covering one’s anticipated life earnings. This would undoubtedly be over- 
insurance. 

University of North Carolina J. M. Lear 


Elementary Statistics, with General Applications. By Morris M. Blair. New 

York: Henry Holt and Company, 1944. Pp. xii, 690. $3.50. 

One aim of the author is stated in the preface (‘““A Word to the Teacher’’) 
to be the preparation of the students to become “‘consumers of statistics instead 
of creators of researches.”” (P.v.) There is little evidence of this purpose in the 
text. To the reviewer it seems that the author aimed for comprehensiveness, 
conciseness, and clarity, and that he has attained each of these to a rare degree. 

On the score of comprehensiveness, he includes almost every topic which is 
considered to be a part of modern statistical method. One exception is that 
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of the psychologists’ “factor analysis.”” He is to be congratulated rather than 
criticized for not trying to put quite everything into one book. 

The type face sets the tone by being almost startingly clear. The author 
shows that he tried to reach the mind of the student on every technical point. 
Occasionally he overreached himself, as in the following sentence in which he is 
trying to indicate the superiority of the coefficient of determination over the 
coefficient of correlation: ‘One might think that r = .2 is one-fourth of r = .8, 
but actually it is only one-sixteenth of .8.” (P. 265.) 

One wonders why, with all this endeavor to meet the student half-way in the 
method of presentation, modern text book writers do not rethink their subject 
matter. Unfortunately, they have to sell to the statistics instructors rather 
than to the students, and any radical revision of the material might meet with 
objection. Like the table of ordinates of the normal curve, which is copied by 
text after text from the old Rugg book, always with the same mistake in the 
ordinate for .4/ (Blair’s table has it too), the new books keep on parroting the 
old subjects without much change. Why, for instance, give more than a sentence 
to the mode? What serious research ever uses it? Why retain the standard 
error of the coefficient of correlation, which has been outlawed by all but text 
book writers? 

The elementary student needs, not every alternative method of doing a thing, 
but a selection of the best methods Nor is he likely to be much edified when 
he reads a section promisingly entitled, ‘Selecting an Average,” to find it en- 
tirely composed of an essay on the topic, ‘““Any technician, to get good results, 
must be weil acquainted with the material on which he works.” (P. 204.) 

In short, the book is the work of a good technician in the art of writing, but 
one who needs to consider more fully the material on which he works. 

University of Kentucky Epaar Z. PALMER 


Freedom from Fear—The Inter-relation of Domestic and International Programs. 
By Louis H. Pink. New York: Harper and Brothers. Pp. 254. $2.50. 
This book, by the former New York State Commissioner of Insurance and 

present president of the Associated Hospital Service of N. Y., is advertised as a 

“Beveridge Plan For America.” Its major concern, however, seems to be to 

defend the private insurance companies and hospital associations against any 

jeopardy to their interests by the further development of the American social 
security movement. 

The second half of the book is devoted to a discussion of post-war international 
economic problems—apparently an outgrowth of Mr. Pink’s recent chairmanship 
of the (N. Y.) Citizens Conference on International Union. Between the two 
halves, he throws in a couple of chapters on housing reform and on some of the 
housing projects in which insurance companies have invested some of their 
funds. [He fails to mention the contribution to social security that insurance 
companies made when they foreclosed some $3,000,000,000 of realty, under 
distress conditions, during the late depression.] 

Mr. Pink’s distinctive contribution, however, is his presentation, in the first 








284 BOOK REVIEWS 


half of the book, of the problem of social security as one that is—and should be— 
very largely met through volunteer, private effort. For a well-read man, Mr. 
Pink seems strangely unaware of the doleful history throughout the world, of 
volunteer, private efforts against the social insecurity flowing from unemploy- 
ment, ill-health, industrial accident, old-age dependency, death of breadwinner, 
etc. 

In the course of his argument, Mr. Pink makes “industrial insurance” out 
to be a heaven-sent “design for the thrifty poor.” He admits that ‘the money 
now put into industrial insurance would undoubtedly produce larger benefits 
under a compulsory plan.” But his “best answer to the problem” is: ‘The 
abolition of poverty through all-time employment and a living wage will enable 
the worker to buy straight life [insurance].” 

Mr. Pink, of course, opposes Federal supervision of private insurance. He 
warns against undue liberalization of the old age and survivors insurance system; 
pecks away at the Beveridge Plan for cradle-to-grave security ; labels the Wagner- 
Murray-Dingell Bill ‘‘revolutionary” ... “it alters the entire social viewpoint 
of this country.”’ He admits some of the shortcomings in our present hodge- 
podge of state unemployment compensation systems, but fears that any further 
delegation of tasks to the Federal government ‘‘may threaten not only the power 
and prestige of state and municipal governments, but THE RIGHTS AND LIBERTIES 
OF THE PEOPLE.” 

The subjects of maternity benefits, family allowances and public assistance 
as elements in the problem of social security are not discussed by Mr. Pink in 
this book. Evidently his ‘‘Beveridge Plan for America’”’ does not include such 
mundane items. In the matter of health insurance and medical care, he of 
course sings the praises of the private insurance companies, hospital associations, 
group and industrial medical care provisions, etc. But he evidently realizes 
that the present situation in these matters is not quite all that it should be. 
At any rate, he does favor FURTHER sTuDY of the problem of health insurance 
and medical care. And—because, admittedly, “‘private insurance does not and 
cannot afford adequate protection in that regard’”’—he does favor universal, 
compulsory, Federal insurance against permanent disability. 

On the whole, Mr. Pink goes perhaps as far as a man with his past associations 
and current connections can be expected to go in the direction of real social 
security. 

New York City Harvey LEBRUN 


Industrial Life Insurance. By Malvin E. Davis. New York: McGraw-Hill 

Book Company, 1944. Pp. vii, 380. 

About three-fourths of all the industrial life insurance in force in the United 
States is written by three companies: the Metropolitan, Prudential, and John 
Hancock. The author of this book is associate actuary in the Metropolitan 
and as one would expect, draws heavily from his experience with this company 
for his exposition of industrial life insurance. Where great differences exist 
between his company and others, he is careful to point them out. 
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Although the book deals primarily with industrial life insurance, it covers 
many insurance principles which apply with equal force to ordinary life insur- 
ance. It should, therefore, be of interest to those who have general interest in 
the field of insurance. 

The book, descriptive in nature, takes a rather standard approach and is 
divided into six parts plus appendices which incidentally make up almost one- 
third of the volume. Matters of general interest are discussed in the text while 
the more advanced discussions and technical details are reserved for the appen- 
dices. This simplifies the text and makes it capable of being read with profit 
by those who have only a limited interest in insurance problems and practices. 
The more advanced student of insurance will find nothing new in the text but 
may find helpful reference information in the appendices. 

Part I presents a brief historical background of industrial life insurance while 
Part II analyzes the provisions of the industrial life insurance contract and 
compares them with those of the ordinary policy. In Part III, the author 
describes the manner in which the industrial life insurance business is conducted 
and includes enlightening discussions on the need for an agency organization 
and methods of selecting, training, and compensating agents. Part IV analyzes 
the factors that determine the cost of life insurance, compares the cost of indus- 
trial insurance with ordinary insurance and then seeks to account for and justify 
the difference. The author explains the efforts to reduce the cost of industrial 
life insurance and shows the extent to which it has been reduced. Part V 
presents a non-technical discussion of the actuarial basis of industrial life insur- 
ance which follows along the same lines found in the standard texts on life 
insurance since the actuarial basis for industrial life insurance is the same as that 
for ordinary life insurance. Part VI considers the effectiveness of Industrial 
Life Insurance. In this section, Mr. Davis discusses the needs fulfilled by 
industrial life insurance with the usual exaggerations, but for the discriminating 
reader, this is not too serious. In the absence of government-supplied life 
insurance of small amounts, however, it must be admitted that industrial life 
insurance is fulfilling a definite insurance need. 

University of North Carolina Rosert I. Mrenr 


The Liquidation of War Production. By A. D. H. Kaplan. New York: 

McGraw-Hill Book Company, 1944. 

Anyone wishing a compact review of the major policy issues and quantitative 
estimates which have been dominant in the thinking about methods of de- 
mobilizing war production should thank Dr. Kaplan for his most timely study. 

After reviewing the overall nature of “the war economy to be liquidated,” 
Dr. Kaplan examines more intensively the problems connected with termination 
of war contracts, the disposal of surplus inventories of war supplies, and the dis- 
position of government-owned plants and equipment. The claims of public and 
private interests are weighed against the background of the future well-being of 
the national economy and suggested policies to guide administration are outlined. 
The estimated magnitudes of the various segments have been carefully checked 
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against the most reliable official sources. Only the confidential nature of much 
of the statistical measures of supply during war time has prevented further 
refinements. It is probable that the $9.5 billion estimate of termination claims 
resulting from inventory is too high and that the figure of 105,000 for contracts 
over $50,000 is somewhat misleading. More recent estimates of outstanding 
contracts of this size are nearer a third of this number. Nevertheless, informed 
statistical guessing is not the heart of the book, for regardless of the exactness 
of the estimates the magnitudes involved are very large and Dr. Kaplan’s treat- 
ment is relevant. 

Since this book was published, the Office of Contract Settlement provided for 
under the Contract Settlement Act of 1944, has been established to implement 
legislation which embodies most of the policies supported by Mr. Kaplan. 
Similar official sanction appears to be in store for many of his suggestions con- 
cerning the disposal of plants and inventories. 

If one must be critic of what is a balanced, informed, and open-minded treat- 
ment, it might be on the ground that total wars involve the total lives of all the 
people. Restoration of the liquidity of industrial capital and provisions of 
opportunity for postwar enterprise to make use of government owned inventories 
and plants may seem to some a trifle narrow interpretation of the major prob- 
lems of conversion. A footnote on page 15 carries notice of companion studies 
on man-power demobilization, but it is to be noted that the top priority, both in 
actual legislation, as well as in C. E. D. studies, has been given the financial 
health of industry. What of the farm plant—the disposition of government- 
owned lands? And housing? They are not even graced by a bibliographical 
footnote. 

If there is any bias in Dr. Kaplan’s treatment (ignoring the limitation on 
coverage) it is in favor of the settle-fast and get-rid-of government-controls-quick 
school of thought. It can not be said that Dr. Kaplan belongs to this school 
but the absence of any discussion of what is to happen if, under the policies he 
suggests, private industry does not pick up the ball and run with it is a common 
feature of this school. The desire to terminate war agencies and controls 
quickly must be founded on a faith that they will no longer be needed. This 
may be something of a risk. At the present time there is considerable opinion 
supporting the view that, while conversion policy should relax controls and 
encourage resumption of private civilian production as rapidly as military re- 
quirements permit, standby controls as well as standby munition plants should 
be kept in reserve as insurance against serious fumbling in the later period of the 
war or the early period of the peace. 

These considerations, however, do not make the reviewer in any way hesitant 
to say that, within the scope of the conversion problem selected for treatment, 
Dr. Kaplan has made a most useful contribution to all who are involved in the 
issues he raises—and that includes nearly everyone. 

Bureau of Planning and Statistics R. 8. WINsLow 

War Production Board 
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Nazi War Finance and Banking. By Otto Nathan. New York: National 

Bureau of Economic Research, 1944. Pp. iv, 97. 50¢. 

This study deserves a high rank in the series published under the title “Our 
Economy in War.” It covers an essential part of the all-inclusive organization 
through which the state assumed control over the processes of production, distri- 
bution and consumption and established the effective device of “iron saving” 
with the single objective of building up a maximum of military power and of 
using its strength in aggressive warfare. Thus far it supplements the author’s 
comprehensive book ‘“The Nazi Economic System” which appeared at about the 
same time, and displays the entire economic apparatus of totalitarianism in the 
deceitful color of Nazidom. Although the available data and figures are incom- 
plete or not sufficiently exact, because they are either withheld to a great extent 
or deliberately misrepresented by propaganda, the characteristics of the artful 
method by which Germany financed destruction, can be drawn clearly enough. 
Perhaps the dimensions of certain phenomena might have been more nearly 
correct, if more precise material had been available. This refers especially to 
the size of the immensely enlarged short-term indebtedness, which is kept secret, 
and the extent of inflationary practices. But modifications of this kind would 
not substantially alter the essence of the matter. 

The principal method applied by Germany in financing the war is the creation 
of additional amounts of money in many forms. Increase in the volume of 
money is for this purpose an adequate means as long as it mobilizes all existing 
resources, transforms them into instruments of war and puts them at the dis- 
posal of the state. In order to release the potentialities of unrestricted supply 
of monetary funds, deriving from this original source, cover requirements for 
bank notes and deposit money were removed, specifications as to the nature of 
collateral connected with the issuance of money eliminated, and the difference 
in the concept of short- and long-term credit virtually abandoned. It is sig- 
nificant that short-term paper coming from various governmental agencies under 
disguising designations was from the very start bound up in red tape intended to 
delay maturity. This whole policy, including the activities of commercial bank 
concerns and the manipulations in the money and capital market, was directed 
by the Reichsbank in compliance with the dictatorial orders of the Fuehrer. 

In addition to this prevailing method, all other devices that could possibly 
be employed for the collection of money, were engaged to the utmost: taxation, 
indebtedness in a great variety of forms and with a tendency toward decreasing 
interest rates, and finally a number of specific methods peculiarly Nazi in in- 
spiration, all of which, regardless of their euphemistic names, had force as a 
common motive. Compulsory exploitation by financial maneuvers subjected 
the economies of invaded and satellite countries also to the grip of a domineering 
Germany. 

The manner in which the government exhausted all conceivable forms of fi- 
nancing to provide and concentrate money was highly opportunistic and illogical. 
To serve immediate needs, traditional, but intensified means were combined 
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with some innovations. Whether they affected the foundations of economic and 
social structure was of minor concern. Sometimes it might be expedient to call 
upon the “ideological” creed and to claim financial measures as an opportunity 
to infiltrate the ‘‘philosophy” of Nazism into the nation. Sometimes, if in fact 
deeper consequences of this sort were under-cover aims, the usual terms for 
financing procedures were maintained, while their proper sense was distorted. 
It is the familiar play with words that was so frequently performed with the 
“Jegality’’ concept in order to cloak illegality. 

In the short run the monetary methods seemed to function satisfactorily, 
particularly if the anticipation of rapid victory could have been realized. The 
formidable physical increase of the German war machine was an undeniable fact. 
Furthermore the financial “‘finagling” was supplemented by a multitude of reg- 
ulations established to suppress or to mitigate the open outbreak of inflation, and 
by careful planning which severed the interdependence of factors affecting the 
internal and external value of the Reichsmark, a technique which was al- 
ready developed under Schacht’s administration. 

The long-run effect, however, will also be certain. Since the outcome of the 
war will be Germany’s defeat and the collapse of Hitler’s dreams and speculations, 
it must inevitably result in a complete decomposition of her economic life and 
deprive the country of the constructive use of its productive forces. If Ger- 
many had succeeded in the conquest of the world, it would have been a triumph 
for the Nazi doctrine which praises war as the most stimulating factor in the 
growth of a nation and regards a war economy an inevitable accompaniment. 
She could have counterbalanced all material losses caused by war by an economy 
of unprecedented wealth established for the benefit and interest of the master 
nation. Now, in defeat, she must “reap the whirlwind” of her monetary 
gamble, which can only hasten her economic downfall. 

The whole subject is connected with historical realities that arouse passions. 
Yet in Mr. Nathan’s study one is not conscious of emotional tension. The 
objectivity with which the author has separated facts and data from this emo- 
tional background and his moderation, which never transgresses the language 
and technique of sober scientific analysis are admirable. 

University of North Carolina Franz GUTMANN 


Origins of Academic Economics in the United States. By Michael J. L. O’Con- 
nor. New York: Columbia University Press, 1944. Pp. x, 367. Price 
$4.25. 

The modern economics textbook in America in most cases is a more objective 
and more comprehensive affair than its remote progenitors. The spread of 
knowledge and the rush of events have forced tolerance for different ideas and, 
if not agreement with them, at least recognition of their existence. There are, 
of course, notable exceptions which manage to keep an audience but they are 
exceptions. The teaching of economics has concurrently been liberalized and 
the economics curriculum invaded and strengthened by the related disciplines 
in the social sciences as well as by the neighboring arts and physical sciences on 
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the campus. This is a far cry from the American beginnings in the field of 
economics instruction, the subject matter of Dr. O’Connor’s study. 

In the Northeast the period before the depression of 1837 witnessed the 
emergence of political economy as a distinct subject in the college curriculum 
and its separation from the “moral philosophy” teaching with which it had been 
allied. A new course (the forerunner of “economics’’) devoted specifically to 
political economy was inaugurated ‘“‘as a concession to the developing political 
spirit of the times.” Textbooks used in this course in the Northeast and the 
influence of college texts upon teaching materials in the lower schools get the 
bulk of the author’s attention. The scope of the study is perhaps best suggested 
by the chapter titles; viz., ‘“Predecessors and Rivals of the Clerical School,” 
“Academic Acceptance of Political Economy in the Northeast,” ‘The Use of 
European Books as Texts in the Northeast,” “(Northeastern Clerical Versions of 
European Political Economy,” ‘“Textbooks on Lower Educational Levels.” 

The academic subject of political economy is conceived of as both a social 
product and a socialinstrument, Relating the prevailing econorhic theory to the 
economic environment, the author shows how the texts were both apologist and 
propagandist, rationalizing the views of the more powerful economic groups in 
the community. He also suggests that present-day economics instruction has 
not entirely lost the impress of its origins as a defense of capitalism. 

In the early part of the nineteenth century, colleges, in the Northeast espe- 
cially, were under sectarian domination. The teachers of political economy were 
almost all clergymen. Secularization of the collegiate curriculum was a gradual 
process stimulated by increasing extension of the elective principle as well as 
by the larger student body drawn from all classes of the population. The clerics, 
many of whom were actively engaged in educational administration and much 
more interested in the broader field of moral philosophy than in the narrower 
subject of economics, were not the American pioneers in the teaching of political 
economy. Nor were these ministers the leading political economists in the 
country; ‘‘...they must yield that honor to the secular nationalists or to 
southern academicians.”’ Nevertheless, largely because of their textbooks, “‘the 
clerical school exerted probably the greatest long-term academic influence,” 
affecting economic thinking even into the twentieth century. 

Preceding and contemporary with the development of the clerical teaching of 
political economy in the Northeast, there were secular groups in America, both 
academic and popular, who gave extensive attention to the subject. By the 
end of the decade of the 1820’s these secular schools had produced at least four 
textbooks of political economy; viz., the works of Antoine Destutt de Tracy 
(1816), of Daniel Raymond (1820), of Thomas Cooper (1826), and of Willard 
Phillips (1828). 

These “secular” texts were rejected by the clerics in favor of the European 
works of Marcet, Say and McCulloch which were reprinted in the Northeast 
almost simultaneously with publication in England. Destutt de Tracy, who 
was representative of the Republican South, was considered too radical and too 
critical of banks; Raymond, too, was radical, and in addition a protectionist; 
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Cooper was anti-clerical and too frank on such matters as northern labor condi- 
tions; and Phillips (a spokesman for the Boston nationalists) favored protection. 

Although many of their ideas were borrowed from abroad, the teachings of the 
clerical school generally ‘‘developed in harmony with the needs and interests” of 
“the elite of the Northeast [which] consisted of merchants, bankers, and their 
professional associates.”” Moreover, “the mercantile Northeast found [in the 
clerical political economy] elements which proved valuable in counteracting the 
claims of Democrats and Protectionists.” The economic principles taught in the 
northern schools and colleges were those of the English laissez faire school and 
the slogans were those of freedom, particularly of free trade. ‘The position of 
the English manufacturing and merchant classes on free trade corresponded 
roughly to the position of those northeastern merchants who formed an integral 
part of the Anglo-American system of exchange then operating.” 

Yet none of the imported texts were completely satisfactory for they tended to 
favor the manufaciurer as well as the merchant and their defense of the banker 
and the professional seemed inadequate to the clerical teachers of political 
economy. Moreover, they did not contain illustrations drawn from or directly 
applicable to American life. Some of the other objections to most European 
texts indicate not only the major economic problems of the day but the attitudes 
which these early teachers wanted to give their students, namely, 


European praise of home trade over foreign trade; lack of constant emphasis by the 
foreign authors on free trade as directly opposed to protectionism; occasional specific 
commendation of manufacturing; talk of the superiority of agricultural production; 
English insistence on rigid interpretations of Ricardian rent and Malthusian population; 
absence of stress on free banking; inadequacy of religious tone; and understatement of 
the folly of unproductivity concepts. 


Consequently, the clerical school eventually developed its own texts but these 
were derived from the European sources on which American professors had be- 
come dependent. Wayland’s Elements (1837) was the most widely adopted 
because it expressed the case for the merchants and bankers not only forcefully 
but piously. 

The professors of political economy in the northeastern colleges participated 
in the program of popular education through their preparation of texts for the 
lower schools as well as through their support of lyceums and popular lecture 
courses. Asa result of this early relationship of textbooks used in the elementary 
and secondary schools to those used in the colleges, most political economy 
manuals published during the nineteenth century were derived from college texts 
and retained the religious characteristics so apparent in these first volumes. 

In addition to his careful and exhaustive study of a period and an attitude in 
the teaching of economics in America, Dr. O’Connor has made two important 
bibliographic contributions. The first was the starting point for his investi- 
gation—a list of the textbooks in political economy published or used in the 
United States before 1840. The second, an introductory text bibliography, 
evaluates and compares all the general material available on the early teaching 
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of economics in the United States. For the writer of a thesis on the main cur- 
rents in American economic thought, Dr. O’Connor has provided valuable 
material on the origins and development of clericalism as a dominant trend in the 
early nineteenth century. 

* *x* * * * 


Report on Demobilization. By James R. Mock and Evangeline Thurber. Nor- 

man: University of Oklahoma Press, 1944. Pp. 257. 

Cutbacks in war production have already begun. In the Federal war agencies, 
“reductions in force’’ are taking place; panic whispers to hysteria in the corridors 
of the temporary buildings of the Capital. Blithely the press refers to a postwar 
“prosperity in spite of ten million unemployed.” Mechanically the statisticians 
plot the lines for 1947, 8 and 9 with assumptions that time will not honor. These 
phenomena are not new. In Report on Demobilization will be found an intelligent 
and forthright appraisal of the approaches to planning during and after World 
War I. 

The programs then fell into two classes: those that “looked to the inter- 
national scene first and to America’s problems second,” and those that ‘“‘con- 
sidered this country’s transition from war to peace as all-important” (p. 40). 
Twenty-five years ago, as is frequently true today, there was failure to recognize 
that satisfactory economic readjustment at home must be planned and geared 
along with transition abroad. 

Despite disagreements on techniques today, there is a substantial and growing 
recognition on the part of all major groups that the American economy after the 
war must be made to operate on a high level of production, income, and em- 
ployment. Twenty-five years ago, those interested in the subject of postwar 
planning could agree upon only one thing—some changes were necessary in the 
status quo, but ‘relatively few individuals could agree about which phases of our 
existence should be remodeled, while many influential persons were satisfied with 
conditions as they were” (p. 38). 

Plans then flourished in abundance as they do now, but “‘very few attempts 
were made to obtain sufficient pertinent data upon which to base a program” 
(p. 107) and there was no central agency or clearing house for collecting or inte- 
grating them. ‘The programs prepared by the states and cities almost in- 
variably planned reconstruction measures for their local communities with no 
thought of co-operating with neighboring communities” (p. 83). Nearly every 
executive department of the Federal government was doing some work along 
“reconstruction” lines but co-operative action was lacking. “Each Federal 
bureau or office... appropriated the word ‘reconstruction’ to its own opera- 
tions”’ (p. 85). 

The mistakes made in planning for the era following World War I should be 
studied by contemporary planners. The authors point up the distinction be- 
tween goals, means, and techniques—the gap between phraseology and accom- 
plishment. The warning theme pervades the book, as frequent and foreboding 
as many a theme in Wagnerian tragedy: Abstract planning with its catch words 
will not bring about a better nation and a better world. Goals like “full employ- 
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ment” and “maintaining the spirit of free enterprise’’ must be removed from their 
conceptual wrappings and given meaningful content, and agreement must be 
reached on the levels of means and techniques by which to work out the generally 
stated goals. Complete procedure of this kind constitutes post-war planning. 
Measures that fall short of this agenda bespeak a belief in economic miracles and 
invite economic disaster. 

The Coilege of The City of New York Myron L. Hocu 


World Commodities and World Currency. By Benjamin Graham. New York: 
McGraw-Hill Book Company, Inc, 1944. Pp. 175 (including appendix). 
$2.00. 

Benjamin Graham, in World Commodities and World Currency, summarizes 
five possible methods of attaining international price stability. These are as 
follows: 

A. The control or cartel technique. 

1. International Commodity Agreements to provide stability at the ex- 
pense of production. 

2. International Commodity Control Board with power to regiment 
producers. 

B. The free production and stock pile technique. 

1. National stockpiling of favored products. 

2. An International Commodity Corporation operating in separate prod- 
ucts. 

3. An International Agency operating by the commodity-unit method. 

The author favors the commodity-unit solution to the problem of price in- 
stability and unemployment. He rejects the first four methods because, ‘the 
underlying emphasis of all of them has appeared to fall upon restriction of sale 
and production.” It thus becomes the function of the book to demonstrate the 
theoretical workability of the commodity-unit approach. 

The commodity-unit approach involves the principle of stockpiling, utiliz- 
ing a program somewhat similar to the ‘ever normal granary” on a world basis 
and including many commodities. The author would create an International 
Commodity Corporation (ICC) which would purchase, hold and sell primary 
commodities on a composite or unit basis. It is the composite or unit basis of 
purchase and sale of commodities that is the crux of the scheme and that serves 
to differentiate it from other stockpiling proposals. This commodity-unit is to 
consist of fifteen or more products, including wheat, iron, cotton, wool, coffee, 
sugar, petroleum, coal, pig iron, tin, etc. These commodities would be pur- 
chased or sold as a unit on a basis determined by the relative importance of each 
product in respect to value of world production and of world trade. As a sample 
and based on 1937 production, exports and prices, the author gives $62.40 to 
agricultural products and $37.60 to non-agricultural preducts out of a total unit 
valued at $100. The most important single item is coal, valued at $13.70, 
followed by wheat at $13.40, cotton at $10.50, corn at $8.40 and so on down to 
tin valued at $2.10. Whether such a relationship or even a similar relationship 
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would work over a period of time without inequities, is a problem that seems to 
require additional consideration. 

Establishment of an International Monetary Bank or Fund (IMF) would not 
adversely affect the establishment of the ICC. In fact, the author suggests its 
establishment as a subsidiary organization, supplementary to either the White 
or the Keynes plans or any other international monetary fund that may be 
established. Graham does, however, envisage three kinds of international 
money: (a) gold, (b) the capital deposits of the IMF and (c) the commodity- 
unit currency. The latter suggestion of course goes farther than most persons 
concerned with the problem seem willing to go. 

Price stability and production are to be brought about by the ICC making unit 
purchases in the open market whenever the price index, which is to be con- 
structed, falls below 95 and by selling the unit whenever the index advances 
above 105. Funds for this purpose would be obtained from the IMF, which 
would use the interest-bearing notes of the ICC as reserve assets against its 
liabilities. The author estimates that five billion dollars would be required to 
operate a 15 commodity unit. 

Individual prices within the unit would still fluctuate in the open market. 
In the event that the general price index sank into the buying area (below 95), 
while an individual commodity in the unit was high in price, future contracts 
could be purchased to complete the unit while spot sales were being made of the 
individual commodity in order to increase the immediate supply. The object 
would be to provide a demand for all of the commodities in the unit when the 
average is low and to sell all of them when the average is high. In this manner 
an automatic demand is created whenever prices fall below a certain level. The 
commodities produced to meet this demand create employment and are stock- 
piled for future use. While the author suggests that restrictive agreements 
might have to be made to limit commodities subject to chronic overproduction, 
he feels that this plan is superior to the stockpiling of individual commodities. 
Agreements relating to single products are usually restrictive in nature, a condi- 
tion which in turn reduces employment, etc. 

Thus the author’s scheme is for an international commodity stockpile, man- 
aged on a unit basis and functioning as a supplementary agency to an inter- 
national fund. The purpose of the international commodity agency would be to 
bring about price stability and foster production rather than scarcity. At the 
same time it seeks to fulfill through the ICC the provision of the Atlantic Charter 
which grants equal access to raw materials. 

It is difficult to appraise a book which departs so far from that which we regard 
as traditional. Social inertia is an obstacle to any plan representing a change 
and the author recognizes this fact. He has anticipated many other objections 
such as the theory that rising prices and not stability are needed to produce 
employment. He answers this by suggesting supplementary government action, 
such as public works. While this book by no means presents a refined final 
analysis of the problem of instability and restrictive production, it is a contri- 
bution to a new field and worthy of thoughtful consideration. 
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A rather lengthy series of appendices includes: data on world production and 
exports of raw materials; price movements; commodity storage; a critique on 
commodity-reserve currency by Beale, Kennedy and Winn, with a reply by 
Graham. There is also included in the appendix a reprint of an article by 
Keynes on The Objective of International Price Stability, with a reply by Graham. 
The reader should find the appendix equally as interesting as the main section of 
the book. 

The writer of this review would like to register at least a mild protest against 
the mechanical make-up of the book as it relates to footnotes. In this book 
they are inserted at the end of the book proper and ahead of the appendix, which 
in this case means about two-thirds of the way through the volume. This is 
inconvenient when frequent reference check is desirable and even worse when the 
reference cannot be found at all as in the case of number 7, chapter IV. 

Ohio Wesleyan University JoHN T. MAsTEN 
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ALABAMA 


Trends of economic activity in Alabama are beginning in many instances to 
reverse direction, an indication that a period of transition is in progress. Com- 
paring the figures for September, 1944, with those of the same month a year ago, 
nearly all indexes of production have declined while those reflecting consumption, 
measured in terms of dollar values, have increased. The indexes of production, 
published by the Bureau of Business Research of the University of Alabama, 
show a smaller volume of output for cement, coal, cotton, steel and electric 
energy for industrial purposes. Coke production increased, but by only 0.6 
per cent. Bank deposits, which reflect both production and consumption 
activities, were off 3.2 per cent. In the field of construction, trends were defi- 
nitely upward, cement consumption increasing 93.7 per cent, building contracts 
awarded, 16.5 per cent and mortgage loans 54.3 per cent. ‘ Indexes for sales 
showed definite upward tendencies for all series recorded. These were, the sales 
value indexes of retail stores, department stores, life insurance, gasoline and 
electric energy for non-industrial purposes. In the field of employment there 
were gains both in placements by the U.S.E.S. and in unemployment com- 
pensation, a condition which may be interpreted as reflecting the accelerated 
movement of labor from job to job as war contracts are terminated and new 
employment is found elsewhere. 

Trends such as these lead one to wonder if our economy is converting to a 
peace-time basis too soon, or before the need for war production diminishes. 
From newspaper accounts, many war plants are falling behind in their production 
schedules, the reason given in nearly all cases being that the necessary labor is 
not available for war work. It is apparently true that many workers are giving 
some consideration to future jobs and opportunities in the post-war period. 
However, labor cannot be blamed alone, for management and many government 
agencies are doing much the same thing. Preparation for V-E day, for contract 
termination, surplus property disposal, liquidation and reconversion are receiving 
much time and thought. On the other hand, personnel activities such as train- 
ing, welfare, improvement in working conditions and the increase of worker 
efficiency are being given relatively little attention in many instances. Our war 
production organization has been developed for quantity production; it has not 
apparently given proper consideration to the possibility of an absolute shortage 
of labor and the necessary steps for its most economical use. There is now the 
greatest need for labor saving and effective use of labor yet experienced during the 
war period. 

University of Alabama EK. H. ANDERSON 


FLORIDA 


Citrus and labor unions have occupied a prominent place in Florida news in 
recent months. In late September, the gross value of the 1943-44 season’s crop 
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of oranges, grapefruit and tangerines was announced as being $200,000,000, a 
record amount for the largest crop ever harvested in this state. ‘Two weeks later, 
Federal estimators predicted still another record-breaking citrus crop for Florida 
in the coming year: an increase of 6 million boxes of oranges, and 5 million boxes 
of grapefruit as compared with 1943-44. A week later, however, on October 19, 
a severe hurricane swept in from the Gulf, crossing the state in a northeasterly 
direction from Tampa-St. Petersburg through one of the important citrus sec- 
tions. Losses were very heavy in groves directly in the path of the storm, but in 
other areas of the state the damage was negligible. Grapefruit suffered much 
more than did oranges. The loss of grapefruit amounted to 15} million boxes, 
a reduction of 43 per cent in the estimated crop of the state, leaving a prospective 
crop 66 per cent as large as that of the past season. The state’s estimated 
orange crop was reduced 10 million boxes, or 19 per cent, by the storm, resulting 
in a probable harvest equal to 91 per cent of that in 1943-44. 

Since citrus prices, like many others, are subject to ceilings, an immediate 
appeal was made to OPA to raise existing ceiling prices, so that the losses due 
to the hurricane might be “offset,” at least in part. After two weeks inves- 
tigation, surprisingly generous increases of 81 cents and 45 cents per box of 
grapefruit and oranges, respectively, were granted to Florida shippers, no change 
being made in ceiling prices of Texas, Arizona and California fruit. Higher 
ceiling prices, of course, do not necessarily mean proportionally higher market 
prices. In the case of grapefruit, market prices are expected to rise materially 
but not as much as the increase of the ceiling; orange prices, on the other hand, 
will probably rise by the full increase allowed. 


* * * * * 


The organizing of labor and the activities of labor unions have aroused in- 
creased interest in Florida in recent years, an interest that reached a climax in 
the November elections. As recorded in preceding issues of State Notes in this 
JOURNAL, the 1943 Legislature passed several laws seeking to regulate and con- 
trol union activities. The validity of these laws is now being contested in the 
courts. The same Legislature also proposed an amendment to the state consti- 
tution, which amendment was submitted to the voters at the recent election. 

The amendment, variously called the “right-to-work,”’ ‘open shop,” and 
“anti-closed-shop”’ amendment, adds a single sentence to section 12 of the 
Declaration of Rights in the state constitution: ‘The right of persons to work 
shall not be denied or abridged on account of membership or non-membership 
in any labor union, or labor organization; provided, that this clause shall not be 
construed to deny or abridge the right of employees by and through a labor 
organization or labor union to bargain collectively with their employer.” 

Discussion and debate over this proposal is said to have been more extensive 
and heated than over any other amendment submitted in many decades, and the 
vote on the proposal was more than twice as great as on any of the other eight 
amendments appearing on the ballot. While some unions and union members 
are said to have favored the proposal, the chief public opposition came from 
organized labor. The amendment was adopted by a fairly close vote (incom- 
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plete) of 126,000 to 114,000. A similar constitutional amendment was adopted in 
Arkansas by a narrow margin, but California decisively defeated another similar - 
proposal. 

The significance of the vote cannot be interpreted with any certainty. Like- 
wise, the effects of outlawing the closed shop cannot be anticipated at all clearly, 
for the closed shop is chiefly prevalent in the state’s war industry plants, which 
may very greatly decrease the number of their employees in future months, 
whether the plants are closed-shop or open-shop. However, there is no assur- 
ance that the passage of the amendment will end the closed shop, for it has been 
widely asserted that the amendment is unconstitutional, and union officials have 
stated that it will be attacked in both state and Federal courts. The outcome of 
any court action against the newly-adopted amendment, as well as court de- 
cisions On cases now pending which involve the regulatory 1943 statutes, will be 
awaited with interest. These rulings may have a significant influence on 
attempts which are being made to bring about a substantial and permanent 
development of industrial enterprise in Florida. 

University of Florida H. B. DoLBEARE 


GEORGIA 


Since the writing of the report for the last issue of the JouRNAL on the Callaway 
small-farm plan for the improvement of Georgia agriculture, much progress has 
been made in the formation of the 100 local corporations which form the basis 
of the project. By November 20, when this was written, 87 groups of seven 
citizens in various parts of the state had signified their intention of creating 
corporations with a capital of $7,000.00 each, for the purpose of purchasing 
approximately 100 acres of low-priced Georgia farm land and developing it over a 
period of years by methods which Cason J. Callaway, originator of the plan, 
has demonstrated successfully on his own farm at Blue Springs. ‘The creation 
of the remaining 13 corporations was expected in a few weeks, thus completing 
the initial phase of the program which Mr. Callaway hopes will prove that a 
man can make as good a living on a Georgia farm as he can by going elsewhere. 
If he achieves his purpose, he will remove a primary reason for movement of 
farmers out of the state, and, incidentally, out of this section of the country. 
However, only 22 of these groups have actually acquired their land, and the real 
work of establishing the farms and making them succeed remains. 


* * * * * 


Opinion is divided as to the results obtained by the twenty-three-member 
State Commission to Revise the Constitution, which has completed its work of 
overhauling Georgia’s 68-year-old and oft amended constitution. The revision, 
which will be submitted to the voters for ratification in the spring, provided it 
passes the General Assembly by the necessary two-thirds vote, reflects a good 
many compromises and introduces few innovations. The tendency of the 
Commission to avoid controversial issues is illustrated by the provision giving a 
modified form of home rule to Georgia counties and cities, which was first adopted 
by the Commission by a close vote and then reconsidered and stricken out the 
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next day. Under the present constitution, the General Assembly can pass any 
laws which they see fit concerning the local units of government, and veto any 
laws the local authorities may seek to pass. Under legislative courtesy, no 
colleague will oppose any sort of local bill that a single legislator or a group of 
two or three legislators from the same county seek to enact. However, while the 
revision is disappointing to many, the mere elimination of the 200 amendments 
to the old constitution, and the bringing of the language of the document up to 
date, represent a worthwhile accomplishment. In addition, the revision recom- 
mends an increase in the membership of the two higher state courts, as well as 
a pay increase for the judiciary, authorizes the legislature to extend the merit 
system to all departments of the state government, and incorporates the present 
excellent fiscal and budget system into the constitution, where it is hoped that it 
will not be subject to the whims and ambitions of changing administrations. 
The membership of the commission, which was authorized by the 1943 session 
of the legislature and appointed by the Governor, consisted of ten members of the 
General Assembly, seven other state officials and judges, and five public repre- 
sentatives. 


* * * * * 


A planning agency which should be of general interest to economists in the 
South is the Agricultural and Industrial Development Board of Georgia, which 
was authorized by the General Assembly in 1943 “to prepare and perfect plans 
for an ordered and comprehensive development of the state and its resources.” 
This Board is composed of twenty-one members, five of whom, the heads of the 
state Departments of Agriculture, Conservation, Education, Health and Public 
Service, are ex-officio. The Chairman of the Board of Regents of the University 
System or a person designated by him is also a member, while the rémaining 
fifteen are appointed by the Governor. These last are required “to be fairly 
representative of the fields of finance, industry, business, agriculture, and labor.” 
Judge Blanton Fortson is Chairman of the Development Board, with Dr. L. 
Vaughan Howard, of the University of Georgia, its Executive Director. Head- 
quarters are at the University of Georgia at Athens. 

A feature of the Board’s organization, which also indicates the various fields 
in which it works, is its division into seven panels: Agriculture, Education, 
Government, Health, Industry, Public Works, and Trade, Commerce and 
Business. Each panel consists of three members, one of whom is Chairman, 
and a Director. The duty of each panel is to formulate programs of activity in 
its field to recommend to the Board for adoption. However, it should be em- 
phasized that the work of the Board is continuous, and will not be completed at 
any specified time. 

The Board seeks to co-ordinate and supplement, rather than compete with, 
the activities of all agencies and institutions which are engaged in planning for 
the development of the state and its resources. It has received the interest and 
co-operation of local government agencies and civic organizations throughout the 
state, and broad programs are being formulated for all of the panels. A series of 
reports under the title of Georgia Progress, the first of which dealt with the general 
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organization and purposes of the Board and was published in September, is being 
issued to outline developments in connection with each of the panels. 


* * * * * 


In line with the times, the Georgia Academy of Social Science is building its 
1944-45 program around the postwar South, and plans a series of meetings in 
Atlanta on various aspects of this subject. The first two meetings, held in 
October and December, dealt primarily with agriculture. Speakers were Dr. 
H. C. Nixon, Director of the Vanderbilt University Press, and P. Alston Waring, 
formerly of Savannah and for about fifteen years a successful small farmer in 
Pennsylvania, who spoke on “‘The Small Farmer in the Postwar South.” 

University of Georgia ALBERT GRIFFIN 


KENTUCKY 


August rains, which broke the summer-long drought, completely repainted the 
tobacco crop picture. So heavy was the yield, estimated by the Department of 
Agriculture at 478 million pounds, that great difficulty was experienced in 
getting the crop into the barns. Townspeople, school children, and prisoners of 
war helped save the day. The Office of Price Administration has left price 
ceilings unaltered though raises have been requested. 


* * * * * 


State expenditures for the fiscal year ending June 30, 1944, were about $3,900,- 
000 greater than those for 1943. Chief items of increase included $275,000 for 
the legislative session, $1,000,000 for institutional rehabilitation, and $2,428,000 
for the common schools, attributable mainly to a supplementary appropriation 
of $3,000,000 for retroactive increases in teacher salaries. Reduced expenditures 
in certain categories—there actually were some!—amounted to $512,000. 


* * * * * 


Plans for a state constitutional convention in 1948 were set in motion by the 
General Assembly at the 1944 regular session. If the convention is to materi- 
alize the 1946 legislature must also concur and the electorate must approve the 
idea in 1947. Students of the State’s government have about despaired of 
making headway through the process of amendment because of the time required 
and the limitation to consideration of only two amendments at one time. 


* * * * * 


Suit has been filed by an aged citizen of the State to force it to enroll her for 
oid-age assistance. She has been held ineligible on the ground that she had 
children able to support her. This ruling is based upon an older statute requiring 
children to provide for destitute aged, infirm, or ill parents. The director of 
public assistance claims that the old-age assistance rolls would be ‘“‘thrown wide 
open”’ if the litigant is successful. 


* * * * * 


The Governor has appointed a commission of twelve, six of them negroes, to 
ascertain ‘all the facts and conditions relating to the economic, educational, 
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housing, health and other needs for the betterment of the Negro citizens of 
Kentucky.” The commission is asked to report not later than ninety days 
before the 1946 session of the General Assembly. 

University of Kentucky RopMAN SULLIVAN 


LOUISIANA 


Business in Louisiana during the first nine months of 1944 continued sub- 
stantially above its corresponding 1943 totals in most lines. The greatest 
percentage gain (173.1 per cent) occurred in the value of building permits issued 
for construction within the corporate limits of Louisiana cities, although the 
value of building contracts awarded throughout the state was down 25.4 per 
cent. Substantial increases were also reported for air express shipments (11.2 
per cent), electric power consumption (13.5 per cent), newspaper advertising 
linage (14.7 per cent), department store sales (14.9 per cent), and life insurance 
sales (17 percent). In the case of both department store sales and life insurance 
sales the Louisiana gains exceeded the national increases of 9 per cent and 15 
per cent, respectively. Less favorable were the Louisiana advances of 0.5 per 
cent in freight carloadings and 5.6 per cent in bank debits when compared with 
respective gains of 2.5 per cent and 11 per cent for the United States. 

Exceptions to the general upward movement of business and economic activity 
in the state during the first three quarters of the year were the declines in tourist 
traffic (1.5 per cent), wholesale hardware sales (2 per cent), wholesale drug sales 
(2.8 per cent), furniture sales (3.8 per cent), and southern pine production (15.2 
per cent). These series, together with building contract awards, were the only 
series to show decreases out of the 28 series currently maintained by the Bureau 
of Business Research at Louisiana State University. 


* * * * * 


Much interest has been manifest in recent months in the revival of a proposal to 
construct a permanent deep draft channel from New Orleans to the Gulf of 
Mexico. The new movement began officially on April 19, 1948, when Senator 
John H. Overton of Louisiana caused a resolution to be adopted by the Com- 
mittee on Commerce of the United States Senate to review previous reports on 
a deep water channel from New Orieans to the Gulf. In pursuance of that 
resolution, Brigadier General Max C. Tyler, of the United States Army Engineers 
and president of the Mississippi River Commission, was designated to make the 
report. 

Since the passage of the resolution, considerable support has been mobilized 
for the channel. Public héarings have been held in New Orleans at which com- 
munications and resolutions from public and civic bodies throughout the Missis- 
sippi valley were presented, urging a favorable report on the project. On May 
28, 1944, a concurrent resolution (No. 18) was introduced and passed unani- 
mously by the house and Senate of the Louisiana legislature, approving the 
construction of such a channel. Two months later, at its anunal meeting in 
New Orleans, the national Rivers and Harbors Congress endorsed the channel 
upon the recommendation of its projects committee. In October the Lower 
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Mississippi Valley Flood Control Association added its endorsement of the 
project. 

Arguments for a tidewater ship channel center around the inadequacy of the 
present port in the face of postwar traffic requirements. The Mississippi channel 
is difficult and costly to maintain. Furthermore, the river will not accommodate 
the newest and largest ocean-going vessels. Present port facilities at New 
Orleans cannot be extended along the river banks, and there is a dearth of good 
industrial sites accessible to the river. From the standpoint of national defense 
such a channel would also give the country an opportunity to establish a first- 
class naval yard and base on the Gulf. 

The route to be followed by the proposed channel extends from the present 
Industrial Canal through the Intracoastal Canal for about 20 miles, through 
Lake Borne, Grand Island Pass, Cat Island Pass, and the Mississippi Sound to 
deep water north of Chandleur Island in the Gulf of Mexico. The channel, 
all of which will be within the state, will be approximately 62 miles long, 600 feet 
wide, and 40 feet deep according to present plans. The estimnated cost will be 
about $22,000,000. 

At the present time a number of agencies, including the Board of Port Com- 
missioners of New Orleans, the State Department of Public Works, Louisiana 
State University, and the New Orleans shipping companies, are preparing reports 
on particular aspects of the proposed channel. 

* * * * * 


A comparison of state and Federal tax collections in Louisiana for the 1943-44 
fiscal year reveals that Federal revenues were almost four times as large as state 
revenues for that period. Collections of the Federal government in Louisiana 
amounted to $303,344,787 during the last fiscal year, while state collections 
totaled only $82,048,158. The present situation is in marked contrast to that 
which prevailed before the war, when state revenues customarily exceeded 
Federal collections. In the fiscal year 1939-40, for example, the state govern- 
ment collected $52,360,634 and the Federal government $48,699,602. 

The wartime swing to higher Federal tax collections, however, should not 
obscure the increase in the revenues of the state government in the same period. 
Since the 1939-40 period state tax collections in Louisiana have risen 56.7 per 
cent. Most significant has been the increase in the smaller miscellaneous taxes, 
which produced $24,577,147 in the fiscal year 1943-44, as compared with $9,796, 
199 in 1939-40. All major sources of revenue to the state showed substantial 
increases during this four-year period, except the gasoline tax, which yielded 
7.6 per cent less last year than it did four years ago. 

The principal feature in the sixfold gain in Federal collections since the fiscal 
year 1939-40 was the jump in Louisiana income tax collections from $16,823,032 
to $193,027,473. Miscellaneous Federal tax revenues also rose from $26,237,668 
to $97,116,562 in the same period. 


* * * * * 


Two recent events of importance to the economic and business life of Louisiana 
have been the consolidation by the legislature of the Economic Development 
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Committee of Louisiana with the state Department of Commerce and Industry 
and the creation by Governor Jimmie H. Davis of a Small Business Advisory 
Board. The merger of the Economic Development Committee with the state 
Department of Commerce and Industry was one of several legislative recom- 
mendations made by the Committee at its spring meeting prior to the biennial 
session of the legislature. Other recommendations included the tax exemption 
of new industries locating in the state, airport zoning, and the removal of the tax 
on airplane gasoline. By the merger, all of the work of the Committee is moved 
into a newly created economic development division of an established state 
department, where it can continue and expand on a more permanent basis. 

The Small Business Advisory Board was set up by Governor Davis to make 
available to small business in the state expert information on industrial relations, 
marketing, financing, production, and other problems of business management. 
Members of the Board include representatives of the War Manpower Com- 
mission, the Small War Plants Corporation, the state Department of Commerce 
and Industry, Louisiana State University, Tulane University, the Louisiana 
Manufacturers’ Association, the American Federation of Labor, and the Congress 
of Industrial Organizations. 

+ * * * * 


One of the outstanding features of business in Louisiana for the past year and 
a half has been its steadiness at wartime peak levels. Business activity in 
Louisiana began to increase in September, 1940, and continued to increase 
virtually from month to month until April, 1943, when it was well over twice the 
prewar average. Since April, 1943, a period of 19 months, the index of state 
business has fallen below the 200 mark (1937-39 = 100) only twice—in October, 
1943, and March, 1944—and in both months the deficiency was slight. On the 
other hand, the state index went above 215 only twice—in June and July of this 
year. The steadiness of the index indicates the relative stability of business in 
Louisiana at a time when business conditions are generally considered somewhat 
unstable. 

Louisiana State University Rosert W. FRENCH 


MISSISSIPPI 


There has been considerable interest in the recent oil developments in Missis- 
sippi. The Tinsley Field has been one of the country’s leading producers for 
some time, and is responsible for more than 90 per cent of the total production 
within the state up to the present time. However, this field is now declining 
both in actual and relative importance. From the 1942 peak of 96,000 barrels 
a day, production has fallen to the neighborhood of 35,000 barrels, and is ex- 
pected to continue downward to below 10,000 barrels within the next four years. 

To counteract the falling production of the Tinsley Field, the Heidelberg 
Field has become a major producer and high hopes are held for the Cranfield 
and Eucutta Fields. Also, it is probable that additional new fields will be dis- 
covered, since geologists estimate that three-fourths of the total state area is 
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possible oil territory with half of the total area having definitely favorable 
prospects. 

Regardless of the likelihood of new discoveries, the oil already found is of 
major importance as is indicated by an average income to the state of more than 
$80,000 per month in oil severance taxes during the six-month period it has 
been in effect. 

University of Mississippi F. 8. Scorr 


NORTH CAROLINA 


General business activity in North Carolina showed no important reversals in 
tendency during the third quarter of 1944. Wholesale trade took a sharp down- 
ward trend early in June and continued down during the period. Cigarette 
manufacturing seems to have reached almost capacity production and has leveled 
off at this high point. Cotton consumption indices reached a top in the latter 
part of the first quarter of 1942 and have had an almost constant downward 
trend since that time. Construction is at a rate about 30 per cent below that 
of 1943. Ship production is slowly declining, not as a result of curtailment in 
orders but as a result of labor shortages and other interferences. Retail depart- 
ment store sales continue to improve but the rate seems to be declining. Christ- 
mas sales should be high but this may affect inventories so as to cause a reversal 
of the trend during 1945. Retail furniture sales were good during June and 
July but lapsed back into a down trend during August and September. Bank 
debits to individual accounts in the nine largest cities of North Carolina increased 
during this period, were well above the figures for the first nine months of 1943, 
but for September were below the figures for the same month in 1943. 


* * * * * 


It is too early to know what cash farm income will be for the year as the two 
big cash crops, tobacco and cotton, have not been completely marketed but 
indications are that cash farm income will rise about 5 per cent for the year. 
Late rains during the cotton harvesting period have materially reduced the 
expected income from cotton. The total amount produced was well above that 
of 1943 but 47 per cent of the cotton ginned before October 1 was classified as 
rough ginned cotton as compared with 14 per cent for this date of 1948. Com- 
petition from synthetic fibers may further emphasize this condition this year 
and in future years. The Agricultural Department estimates the losses from 
ginning wet cotton may reach ten and a half million dollars this year, or $15 per 
bale. The outlook for tobacco farmers is much brighter. North Carolina 
growers are expected to produce about 31 per cent above the amount produced in 
1943, which will make 1944 the second best year in its history, and to market its 
flue-cured tobacco at an average price about $4 per hundred higher than in 1948. 
This should result in a substantial increase in farm income, and may offset the 
loss due to ginning wet and trashy cotton. As a result of the continued increase 
in farm income the value of agricultural real estate has increased about 55 per 
cent above the $35 average from 1935-39, and has reached an average value of 
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$55 per acre. A significant trend is discerned from an analysis of sales of farm 
land. Sales by farm owners accounted for about 40 per cent of the total, and 
purchases by dirt farmers accounted for about 65 per cent of the total. This 
suggests that the net gain for owner operators was about one-fourth of the total 
sales. Total sales of farm land for the year ending in March reached the highest 
level since 1919. 

* * * * * 


The State Department of Labor reports show that August is the only month 
out of the last nine in which total employment has increased The down trend 
continued in September with a decrease of .5 per cent. Total payrolls, on the 
other hand, decreased slightly during July but rose approximately 3.5 per cent 
during August and September. Average weekly hours worked dropped slightly 
in July but rose from 41.3 to 42.1 during August and September. Average 
earnings per hour increased during each month of the period, rising from 68 cents 
per hour in June to 69.4 cents per hour in September. Average weekly earnings 
were approximately the same in July as in June, but rose during both August 
and September. Weekly earnings were $28.50 in July and $29.57 in September. 
The number of certificates issued to minors under 18 years of age dropped from 
5,85¢ . July to 5,136 in September. This figure was well above that for the 
same period in 1943. 


%* * * * * 


State revenues continued to increase over collections in past years. Collec- 
tions in the first three months of the fiscal year starting July 1, exceeded those 
of the same period of 1943 by the sum of $316,576.26, an increase of 1.5 per cent. 
The General Fund collections were $15,109,751.49 in 1944 as compared to 
$14,847,082.11 for the same period in 1948, an increase of 1.77 per cent. The 
Highway Fund collections were $6,272,840.22 for the first quarter of 1944 as 
compared to $6,218,933.34 for the same period of 1943, an increase of .87 per 
cent. Total collections for the periods compared were $21,382,591.71 for 1944 
and $21,066,015.45 for 1943. 

North Carolina State College T. W. Woop 

University of North Carolina 


SOUTH CAROLINA 


Industrial activity in South Carolina continues to decline slightly. The 
cotton textile industry, the largest manufacturing industry in the state, although 
operating at levels well above pre-war, is spinning less cotton than formerly. 
Consumption of cotton by local mills during the first nine months of 1944 was 
6.5 per cent less than during the corresponding period of 1943 and 10.3 per cent 
less than during the corresponding period of 1942. However, it was well above 
that for previous years, being 44.2 per cent larger than during the first nine 
months of 1939. This reduction in consumption of cotton is attributed pri- 
marily to the labor situation. A larger percentage of mill workers is handicapped 
either by lack of experience, physical condition, or family responsibilities. A 
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large proportion of the workers are women and naturally when there is illness 
in the family a woman feels i’ is her responsibility to be at home. In September 
1942, 39 per cent of the employees in cotton textile plants were women; in 
September 1944, 45 per cent were women. The monthly average number of 
workers employed in cotton textile mills increased from 103,482 in 1939 to 
134,328 in 1943, and will average near 125,000 in 1944. 


* aa * * * 


Apparently almost every one who is able and wants to work now has a job. 
In spite of the loss of men and women to the armed forces and war plants outside 
the state, more people are employed in the state than before the war. The 
monthly average number of workers covered by the South Carolina Unemploy- 
ment Commission increased from 203,939 in 1939 to 279,839 in 1942 (covers all 
non-governmental establishments employing 8 or more persons). In 1943, 
270,887 were covered. The monthly average number of workers covered in 1944 
will be slightly less than in 1948, the reduction being fairly uniform throughout 
all industry, but greatest in construction. The index of employment in the 
construction industry (1939 = 100) stood at 70 in June 1944 as compared with 
150 in June 1943, and 242 in June 1942. 

Another measure of employment conditions is the amount of benefits paid by 
the South Carolina Unemployment Commission. During the fiscal year ending 
June 30, 1944, only $364,776 was paid in claims, as compared with $963,902 
during the previous fiscal year. Total additions to the unemployment trust fund 
account during the fiscal year 1943-44 amounted to $6,483,278, increasing it to 
$30,309,782 (set aside in interest-bearing securities for the paying of job insur- 
ance benefits). 

* * * * * 


The per capita income in South Carolina in 1943 was $576, as compared with 
$261 in 1939, $167 in 1933, and $252 in 1929. The per capita income in South 
Carolina, although ranking 46th for the country, has gained in relation to the 
country as a whole from 1929 to 1939 and again from 1939 to 1943. 

Income payments to individuals in South Carolina totalled $1,125,000,000 in 
1943 as compared with $491,800,000 in 1939, $299,400,000 in 1933, and $437,700- 
000 in 1929. Salaries and wages accounted for a larger portion of income pay- 
ments in 1943 than in former years. In 1943 salaries and wages accounted for 
70.9 per cent of the total, while in 1939 they accounted for 59.6 per cent; in 1933, 
for 60.4 per cent; and in 1929, for 60.8 per cent. For the United States, wages 
and salaries accounted for 69.6 per cent of the total income payments in 1943 
and 62.1 per cent in 1939. The net income of farm operators, while greater in 
1943 than in 1939, accounted for a smaller percentage of the total. In 1943 the 
net income of farm operators accounted for 12.8 per cent of total income pay- 
ments, while in 1939 it accounted for 16.7 per cent. For the United States, net 
income of farm operators accounted for 8.4 per cent of total income payments in 
1942 and 5.8 per cent in 1939. War industry pay rolls accounted for a smaller 
percentage of total manufacturing pay rolls in South Carolina than in many 
parts of the country. 
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Weather conditions were unfavorable in the spring, but the 1944 crop yields 
in the state are well above average. The volume of crop production, according 
to the Bureau of Agricultural Economics, will be about 5 per cent above final 
outturn in 1943 and 12 per cent above average for the years 1933-42. The 
income of farmers will be the largest since the last war. Per acre yields of cotton, 
tobacco, wheat, oats, corn, and sweet potatoes, are very good. The per acre 
yield of tobacco, estimated at 1,150 pounds October 1, is the highest on record. 
The indicated cotton yield of 369 pounds is near the record high of 375 pounds 
in 1940. 

Farm Credit Administration GLENN R. SmitTH 

Columbia, S.C. 


TENNESSEE 


Tennessee revenue collections for the fiscal year ending June 30, 1944, as re- 
ported by Budget Director, William M. Duncan, were $55,525,000. This is the 
largest amount collected in any year by this state, the previous high being 
$55,492,003 in 1942. While there has been a drop of less than 1 per cent for the 
months July through October 1944 over the same period of 1943, we do not have 
sufficient evidence yet to indicate that the trend in revenue collections will con- 
tinue downward. For the month of October 1944, the following taxes were 
among those which showed an increase in yield over that for October 1943; 
income, inheritance, beer, motor vehicle, tolls, privileges, gross receipts, and 
alcoholic beverages. The most important taxes showing a decline in yield were: 
franchise, excise, gasoline, tobacco, carbonic acid gas, ad valorem, public utilities, 
sign board permits, corporation filing fee, and motor fuel. 


* * +* * * 


As the end of the third term of Governor Prentice Cooper draws near, he is 
able to point to a substantial reduction in the state’s debt during his adminis- 
tration, as well as the accumulation of some $10,000,000 in the state’s general 
fund, a sum which will be of real benefit in the postwar era in rebuilding and 
expanding the services of the state. 


* * * * * 


Reporting September payments for unemployment compensation as $115,590, 
State Labor Commissioner, 8. E. Bryant indicates that during the past twelve 
months Tennessee has achieved the nearest to full and stabilized employment 
in its industrial history. Ordinarily many factors, such as seasonal lay-offs, 
cause sharp fluctuations, but according to Mr. Bryant, the employment curve 
has been fairly level during the past twelve months. 

The number of employees in Tennessee covered by unemployment compensa- 
tion has increased from 305,608 in the first quarter of 1940 to 475,829 for the 
same period in 1944. 

Though conscious of the high employment now existing throughout the state, 
most communities are making definite studies and plans on the subject of post- 
war employment. These communities are reporting on not only employment 
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problems, but other difficulties as well, and are considering plans for overcoming 
many of the postwar problems. The Chattanooga Committee for Economic 
Development has recently reported postwar estimates for employment in 144 
industrial plants and is now engaged upon a similar study of employment in the 
service and distribution establishments. Greeneville citizens have compiled 
figures indicating the amount of postwar construction and modernization which 
will take place in their community. Similar studies are being undertaken in 
other communities throughout the state. 
* * * * * 


Elizabethton officials have recently announced a contract with Gillespie 
Airlines, Inc., for the development of an airport to serve this community. 
Through a fund allocated to the University of Tennessee by the State Bureau of 
Aeronautics, considerable assistance is being given the communities of the state 
in their postwar planning for airports and their management. 


* * * * * 


A recent statement from Mr. Howell Buntin, State Game and Fish Director, 
indicates that commercial fishing has now become an important industry in 
Tennessee. This industry has shown considerable growth as a result of the 
development of the Tennessee Valley Authority lakes. It is anticipated that the 
industry will continue to grow and will be a substantia! source of income for the 
region. Many announcements have been made in the last few months of new 
industries which may be established in Tennessee for peacetime production. 
A large number of these are making use of discoveries made during the war. 


* * * * * 


The rate of discharge from the armed services for Tennessee now is estmated 
at approximately 1000 per month. Brigadier-General T. A. Frazier, State 
Selective Service director, has stated that 283,000 Tennesseans either had been 
inducted or had enlisted since the war started, and that a total of 30,000 Tennes- 
seans had been discharged up to October 1, 1944. 

Mr. Jennings Perry, Editor of the Nashville Tennessean, has written a book 
entitled Democracy Begins At Home, which is a report on the long-advocated, 
but, as yet, unsuccessful fight to repeal the poll tax as a prerequisite to voting in 
Tennessee. 


* * * * * 


The University of Tennessee sponsored the Southern Institute of Local 
Government in its annual session on November 10, 1944 in Nashville. Among 
the speakers were Mr. Walter J. Mattison of Milwaukee, Wisconsin, who spoke 
on the subject, ‘“Municipal Problems in the Reconversion Period”; Dr. Roy G. 
Blakley, of the University of Minnesota, whose topic was ‘The Payment of 
Taxes on Federally-Owned Property’; and Mr. Harold I. Baumes, of Richmond, 
Virginia, who spoke on the subject, “County Administrative Reforms Under 
Existing Constitutions.” 

The Tennessee Law Institute also was sponsored by the University of Ten- 
nessee in its Sixth Annual Meeting in Nashville, on November 10. Mr. Ran- 
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dolph E. Paul, formerly General Counsel of the United States Treasury, and 
Tax Adviser of the Secretary of the Treasury, spoke on the subject of ‘Estate 
and Gift Taxes,” and Professor Erwin N. Griswold, formerly Chief Assistant 
to the Attorney General of the United States and Consultant of the Treasury 
Department, spoke on the Topic, “Gross Income and Deductions.” 

The Sesquicentennial Celebration of the University of Tennessee was held in 
Knoxville, November 17, 1944. The theme of the program throughout this day 
was the University—past, present and future, with the emphasis being placed 
upon the expanded services which the University might be expected to undertake 
in the postwar era. 

University of Tennessee T. L. Howarp 


VIRGINIA 


According to year-end estimates, business activity in Virginia during 1944 
declined somewhat from the high level of 1943. Employment in Virginia’s non- 
agricultural establishments and in manufacturing industries continued to decline 
during the year. Nevertheless, retail trade, as reflected in department store 
sales in Virginia, increased approximately 15 per cent over 1943. 

Although the 1944 growing season was marked by extremes of rain and 
drought, the production of farm crops in general was higher than in 1943. This 
resulted from an increase in acreage planted and fairly satisfactory growing and 
harvesting conditions. Increased production occurred in tobacco, peanuts, 
corn, wheat, and apples, with a record-breaking crop of peaches; the potato crop 
was smaller than the year before. Virginia now ranks third among the states in 
apple production and ninth in the production of peaches. 

Late in the year figures were reported for mineral production in Virginia during 
1943, when $90,000,000 of mineral products were yielded by mines in the state. 
Coal at the mines represented $56,000,000, thus continuing its sharp rise from 
$30,000,000 in 1940 and $52,000,000 in 1942. Other nonmetallic minerals, such 
as mica, quartz, aplite, clays, feldspar, kyanite, gravel rock, gypsum, sand, slate, 
limestone, and lime salt, accounted for $16,000,000. The value of metallic 
minerals amounted to $10,000,000, while an additional $8,000,000 was derived 
from certain processed rocks and minerals used in the manufacturing of rock wool, 
pigments, ferro-alloys, and coke. 

The financial condition of the state was further strengthened during the fiscal 
year ending June 30, 1944. Total revenues for the period were $138,607,188, 
while expenditures amounted to $132,985,652. A surplus of $5,621,536 thus 
resulted from the year’s operations. This, added to the surplus existing at the 
beginning of the fiscal period, brought to $34,650,898 the overall cash surplus on 
July 1, 1944. 

Total income payments in Virginia for 1943 amounted to $2,523,000,000, an 
increase of 108 per cent above the 1940 level and 139 per cent above 1929. Be- 
tween 1929 and 1940 the income received by residents of Virginia increased 
sufficiently to place it second among all states in income growth during that 
period. 
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In October the Virginia Veterans’ Assistance and Postwar Employment Program 
was published by the Governor’s office in conjunction with the State Head- 
quarters for Selective Service and the State Planning Board. The purpose of the 
program is to co-ordinate the efforts and operations of all Federal, state, and 
local agencies into a unified plan for the transition of Virginia from a wartime to 
a peacetime basis, primarily through the orderly re-employment of veterans 
as they return from the armed forces and of war workers released from war 
production. The plan calls for the establishment of a State Co-ordinating and 
Veterans’ Service Committee and of Local Co-ordinating and Veterans’ Service 
Committees in cities and communities over the state. These committees will 
co-ordinate, at the state and local levels, the Veterans’ Assistance Program of the 
Selective Service System, the program of the Retraining and Re-employment 
Administration of the Federal Government, the Virginia Postwar Employment 
Program of the State Planning Board, and the activities of the numerous agencies 
and volunteer organizations that provide services to veterans. Among the 
functions of the local co-ordinating committees are the determination of post- 
war employment needs through a survey of the community and the establish- 
ment of veterans’ service centers in cities and towns when needed. 

University of Richmond Grorce M. Mop.iin 











PERSONNEL NOTES 


The following officers have been duly elected to serve the Southern Economic 
Association for the coming year: 

President—T. W. Glocker, University of Tennessee, 

First Vice-President—Harlan L. McCracken, Louisiana State University, 

Second Vice-President—Miss Gladys Boone, Sweet Briar College, 

Secretary-Treasurer—James E. Ward, Clemson College. 


* * * * * 


EK. H. Anderson has returned to his duties as professor of economics at the 
University of Alabama, after having served as Director of Instruction of ASTP 
in Basic Engineering, and as State Supervisor of the ESMWT Program, both 
of the University of Alabama. 


* * * * * 


J. C. Brown has been transferred from the Physics Department of the Georgia 
School of Technology to the Department of Economics and Social Science, where 
he is an assistant professor. 


* * * * * 


D. H. Buchanan, professor of economics at the University of North Carolina, 
who has spent the past year and a half at the University of Chicago as visiting 
professor of economics in the Civil Affairs Training School, has been made 
Consultant for the Far and Middle-Eastern Branch, Division of Commercial 
Policy, Office of Economic Affairs, Department of State, and has moved to 
Washington, D. C. 


* * * * * 


S. A. Caldwell, professor of economics at Louisiana State University, has been 
made dean of the Junior Division of the University and general supervisor and 
co-ordinator of the junior college branches of the University at Monroe and 
Lake Charles. 


* * * * * 


H. H. Chapman is expected to return to the University of Alabama on Janu- 
ary 1, 1945, to resume his duties as Director of the Bureau of Business Research. 
While on leave of absence Dr. Chapman held the position of Chief, Program 
Policy Division, Fats and Oils Branch, Food Distribution Administration of the 
War Food Administration. 


* * * * * 

J. A. Constantin, of the University of Texas, has been appointed research 
associate in the Bureau of Business Research of the College of Commerce, 
Louisiana State University, to work on a foreign trade and economic survey of 
the proposed New Orleans tidewater ship channel. 
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Miss Edna Douglas, who has been on leave to complete her doctorate at the 
University of North Carolina, returned to her instructorship at the Woman’s 
College of the University of North Carolina on February 1. 


* * * * * 


H. M. Douty has recently been made chief of the research and statistics 
branch of the NWLB. 


* * * * * 

John A. Griffin, formerly assistant professor of economics and social science 
at the Georgia School of Technology, is now assistant professor of journalism 
and assistant to the president at Emory University. 

* * * * * 

J. B. Harrington, formerly assistant professor of history and government at 
the Junior College at Valdosta, Georgia, of Emory University, is now assistant 
professor of economics and social science at the Georgia School of Technology. 

* * * * * 

William H. Joubert, associate professor of economics at the University of 
Florida, has been absent on leave during the first semester while working with 
the Committee on Governmental Research in Tallahassee. 


* * * * * 


Richard A. Lester, associate professor of economics at Duke University, is 
now on leave of absence to study wages in Southern industry under a grant 
from the General Education Board. 


* * * * * 


A. J. Penz, instructor in accounting at Rensselaer Polytechnic Institute, has 
accepted a position as instructor of accounting at Louisiana State University. 


* * * * * 


J. Carl Poindexter, special instructor in personnel at the University of Vir- 
ginia, has been appointed visiting associate professor of economics at Louisiana 
State University. 


ok * * * * 


Glenn N. Sisk, formerly at Alabama Polytechnical Institute, is now assistant 
professor of economics and social science at the Georgia School of Technology. 


* * * * * 


William Henry Stead comes to Vanderbilt University on February 1 as Chair- 
man of the Department of Business Administration and Director of the Institute 
of Research and Training in the Social Sciences. Dr. Stead is at present Dean 
of the School of Business and Public Administration at Washington University. 
Prior to that, he was Director of the United States Employment Service. He 
attended the International Labor Conference, Geneva, 1933, as official observer 
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for the Federal Government and was a government representative at the Inter- 
national Labor Conference in Philadelphia this year. 


* * * * * 
Dean James B. Trant, of the College of Commerce of Louisiana State Uni- 


versity, has been appointed to the state’s Small Business Advisory Board by 


Governor Jimmie H. Davis. 
a * * * ~ 


John V. Van Sickle has been appointed to membership on the Advisory Board 
of the American Enterprise Association, New York City. 


* * * * * 


R. H. Van Voorhis, instructor in economics at Duke University, is now on 
leave of absence serving as a senior accountant with Ashlin-Hutchings Certified 
Public Accountants, Durham, North Carolina. 
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